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All of our resources- 


our people, the very best technologies 


and our financial strength must be focused on 


surpassing the expectations of the people we serve- 


large corporate clients 


and our shareholders. 


This is our agenda for the decade. 


This is our commitment. 


Annual Report 1990 


Annual Highlights 


For the Year Ended October 3] ; 
(Sin millions except per common share amounts) 1990 1989 


Earnings Information (a) 


Net income (loss) $ 522 $ (39) 
Net income (loss) per common share 4.20 (0.79) 
Return on average common shareholders’ equity (%) 14.6 (2.5) 


Return on average assets (%) : 0.63 (0.05) 


Dividend Information 


Common share dividends $ 240 $ 232 
Preferred share dividends 48 47 
Dividends declared per common share 2.12 2.12 
Balance Sheet Information 
Total assets $ 87,370 $ 78,921 
Liquid assets (b) 23,654 18,500 
Loans 55,106 54,303 
Allowance for credit losses on loans, securities and 

other commitments 2,339 3,249 
Deposits 73,321 65,923 


Share capital and retained earnings 3,926 3,747 


Common Share Information 


Number of common shares 1 14,994,530 110,760,085 
Book value per common share $ 30.01 iS 27.96 
Other Information - 

Number of bank branches 1,242 1,230 
Number of automated banking machines and cash dispensers 1,163 937 


Number of employees 33,580 33,666 


(a) Restated to conform with 1990 presentation. 


(b) Liquid assets include cash resources, investment and trading securities and secured day, call and short loans to investment dealers 
and brokers. 


Vision 


Our philosophy... 

We are dedicated to excellence in 
everything we do, to meeting or 
exceeding the performance expecta- 
tions of our principal constituencies — 
customers, employees, the commu- 
nity and shareholders. 

e We will provide customers with value, 
quality, a distinctive level of service 
and high ethical standards in all our 
dealings with them. 

e We will provide shareholders with an 
attractive and continuing return on 
their investment. 

e We will offer employees the opportu- 
nity for a full and rewarding career, 


and will nurture a culture based on 


mutual loyalty, teamwork, respect and 


a strong work ethic. 


e We will be involved in the communities 


we serve, and will always 
demonstrate high standards of social 


and corporate responsibility. 


Our business... 

Our business is to satisfy customers 
who seek assistance and advice in 
meeting their financial goals. 

Our primary emphasis is traditional 
banking services, namely deposit, 
loan, payment and collection, custo- 
dial, information and risk management 
services. We will selectively enter new 
areas that broaden our range of ser- 
vices, logically extend our existing 
strengths and match or surpass com- 


petitor offerings. 


Our markets... 
North America is our principal market- 
place. Offshore, we will select 
regions of strategic importance for 
trade and investment flows affecting 
our North American customers. 

We will focus on three main cus- 
tomer groups: 

e The first priority is individuals and small 
and medium-size businesses 
across Canada and in selected U.S. 
markets. 

e The second priority is selected seg- 
ments among large national and 
multinational businesses, governments 
and financial institutions in Canada 
and the U.S., including their interna- 
tional operations. 

e The third priority is individuals, corpo- 
rations and institutions with 
investment interests in North America, 


located in selected offshore markets. 


Values 


Our values are what each of our e Pensioners are valued members of the e We will be responsive to emerging 
stakeholders can expect of us. Bank family. We will treat them threats and opportunities, and will 
not as individuals who used to work invest—or divest— accordingly. 

Our customers come first... for the Bank, but rather as pensioned e We will maintain a prudent risk profile 
e They will be served at all times by employees who continue, as important and a strong credit rating to 

friendly, caring, responsive and well- members of our team. protect shareholder investment. 

trained employees. Our service will be The Bank, in turn, seeks from every e Shareholders can expect to see their 

characterized by fairness and employee: investment steadily increase in value 

respect, professionalism, integrity and © commitment to the Bank’s principles and achieve an annual return that is 

ethical conduct. and goals, competitive with other banks. 


e a strong customer orientation, and 


Employee satisfaction leads e asensitivity to public concerns and We do business only with the 
to customer satisfaction... actions which are at all times socially permission of the communities 
The Bank is committed to attracting, responsible. We serve... 
developing and retaining the best Communities expect us to consistently 
people. We manage the Bank on behalf demonstrate social responsibility as an 
e Employees can expect us to demon- of our shareholders... employer and as a corporate citi- 
strate respect for the individual, to be e Our first responsibility to them is to zen. This we will achieve by serving 
a fair and equitable employer, and to provide sound, responsible the public interest, and the interests of 
provide the opportunity for a full and management and to keep them fully consumers and local businesses in 
challenging career. We will offer com- informed. communities nationwide. We will 
petitive compensation and benefits encourage our employees to partici- 
programs, and will recognize and pate in community activities, and 
reward personal achievement as well provide financial and other assistance 
as teamwork. And we will provide to educational, cultural, health care 
opportunities for continuous profes- and sports programs. 


sional development through training 


and through mobility within the Bank. 


A Letter to our Shareholders 


t Bank of Montreal, our goal is to provide a distinctive level of service 
to our customers, without whom we could not succeed. But our 
success also depends on how we meet the needs of our employees, 
the communities we serve, and our shareholders. Together, these groups 
constitute the Bank’s “stakeholders” —those who have a stake in our business. 

Customers rely upon us for the most professional financial counselling 
and care available, and employees for equitable, rewarding careers. 
Communities look to us for quality services unique to their needs, and for 
a commitment to the public interest— making the community a better place to 
work and live. Shareholders expect a consistent, competitive return on 
their investment. 

Our stakeholders are interdependent. By serving each, we serve alll. 

This year’s Annual Report introduces shareholders to the Bank's vision, 
corporate values and strategies — our recipe for competing in the Nineties. 
These are presented in summary form on pages 2 and 3. The reader will also 
find a candid discussion of our performance, complemented by an enhanced 
level of financial disclosure. 

Our results this year are compared not only to those of previous years, but 
also to a set of standards and goals based on the aggregate performance of 
our principal bank competitors. 


We begin with the Return On Equity (ROE), income for common share- 


holders as a percentage of their equity. With net income at $522 million, we 
achieved an ROE of 14.6% for 1990, which is just below the 15% average 
ROE of the six largest Canadian banks, and is close to our corporate standard 


of 15%. Return On Investment (ROI) for shareholders (measured by the 


percentage year-over-year change in share price plus the dividend yield on _ 
the opening share price) was negatively affected by the general decline in 
equity markets, but the decline was less than the average of the six largest 
Canadian banks and the Toronto Stock Exchange index of 300 representative 
companies. The negative 14.4% ROI was the second best performance 


amongst the six largest banks: 


“The esteem of customers, shareholders 


and the community will ensure that 


our employees can say with pride, 


‘I work for Bank of Montreal,” 


Productivity, another key performance standard, is often measured as a 
bank's non-interest expense-to-revenue ratio (the percentage of revenues 
consumed by operating expenses). At 67%, the Bank’s ratio did not meet 
the average of our competition. However, the productivity gap between 
Bank of Montreal and its competitors was narrowed to 5.2% in 1990 
compared to 7.5% in 1989, notwithstanding a year-over-year decline of 
$145 million in revenues from loans to developing countries. Rigorous cost 
control measures held non-interest expense growth to 5%. This was 
achieved despite a substantial increase in technological, training and 
other investments to improve service quality. 

Our asset quality (measured by the level of loan loss provisions), capital 


base and liquidity all exceeded our corporate standards (which are 


defined on pages 16 and 17).Combined, these prudential measures indi- 
cate the healthy state of the Bank’s credit risk profile and its funding stability. 

In brief, the financial condition of the Bank reflects strong underpinnings, 
prudential policies and improving profitability. As the market for financial 
services grows more complex and the competition more intense, financial 
condition alone will not guarantee success. It will also depend on a clear 
understanding of customer needs and expectations, of competitive 
strengths and weaknesses, of market opportunities and risks. Selectivity 
and focus are essential in today’s environment. 

On April 19th, 1990, Bank of Montreal executives from across Canada 
and around the world met to affirm a new strategic plan. The plan was 
thoroughly communicated to all employees during spring and summer, and 
each area began developing strategies to implement it. In October and 
November, the Chairman visited branches and offices in all ten provinces 
and the NorthWest Territories, and in the United States. He discussed the 
plan with some 10,000 employees and with customers from all market 
segments. From these sessions, it was clear that our own people and our 
customers have strongly endorsed the strategic plan, and by so doing, 
have underwritten its success. 


Matthew W. Barrett, Chairman and Chief Executive Officer 


“Our strategy demands giving the most 


committed professionals in the industry the tools 


to do the job and then letting them get on with it.” 


Planning is vital to success. But a clear sense of purpose and identity are 
also essential. 

While we are Canada’s oldest bank, we are also a multi-faceted, 
contemporary corporate family which includes the Parent Bank, Harris 
Bankcorp, Inc., Nesbitt, Thomson Inc., Banco de Montreal S.A. (BAMI), 
Bank of Montreal Investment Management Limited (BOMIL) and Bank of 
Montreal Investor Services Limited (BOMIS). We offer clients a full range 
of banking and investment services. With regulatory change in both 
Canada and the United States, we anticipate even greater opportunity for 
growth and diversification, and for forging deeper customer relationships. 

As the only bank with full service capability in Canada and the U.S., we 
have a distinct competitive advantage in North America. We intend to 
build sensibly but aggressively on that platform. We also manage strategic 
interests in Europe, the Far East and Latin America, serving the needs of 
our multinational clients abroad as well as offshore investors looking to 
North America. 

Our history began | 73 years ago. We take pride in it, and in the role 
we have played in pushing back a continental frontier and in developing 
the riches of our land. Although we have kept pace with the times, our 
values have remained constant and untarnished. Today’s Bank of Mont- 
realers draw upon a prized tradition, place it at the service of our 


stakeholders, and hold it in trust for the future. 


Were us | CHAT WN 


Matthew W. Barrett F. Anthony Comper 
Chairman and President and 
Chief Executive Officer Chief Operating Officer 


F. Anthony Comper, President and Chief Operating Officer 


The Bank's Stakeholders 


Customers 

There is no patent on superior banking 
service. It is attained only by consis- 
tent, superior performance in the thou- 
sands of small tasks which comprise 
day-to-day operations. Itis, in effect, 
a team effort by those at the counter 
and those who work ‘‘behind-the- 
scenes’. 

During the\year, the Bank took some 
important steps involving people and 
systems to improve customer service. 

To strengthen its presence at the 
community level, the Bank appointed 
thirty-six Vice-Presidents and eight 
Senior Vice-Presidents to 24 cities 
across Canada. This major decentral- 
ization complements other measures 
to place senior personnel closer to the 
customer and to provide branch staff 
with more decision-making authority. 
Virtually all banking decisions, from 
hours of service to loan approvals, are 
now made locally. 

In January 1990, we brought 
together the Bank's personal and com- 
mercial banking services, MasterCard®* 
private banking, discount brokerage 
and permissible investment manage- 
ment activities. Common management 


Small Business Entrepreneur Grace Tam, Toronio 
& Tony Fok, Private Banking, Toronto, Ontario 


“We established some tough criteria in selecting our bank 
for operating services. Bank of Montreal came through providing 
a superior balance of innovation, efficiency and customer 


service; indeed their customer service 


awareness was an important factor in our selection.” 


of these units better equips us to 
deliver a seamless array of services, 
and to respond quickly to new busi- 
ness opportunities arising from regula- 
tory change. 

In recognition of the special, and 
changing, requirements of our largest 
clients, a new umbrella organization 
was formed to include Corporate and 
Government Banking, Treasury 
Dealing and Money Market Services, 
Corporate Electronic Banking Services 
and Harris Government Securities in 
Chicago. Its objective is to build close 
relationships with selected clients by 
offering them a broad array of tradi- 
tional lending, structured financing, 
corporate finance, cash management, 
treasury and advisory services. 

During the past decade, the Bank 
strengthened its professional ranks 
through the creation of specialized 
disciplines to enhance marketing and 
credit skills, and to facilitate personnel 
training and career advancement. 
The organizational changes described 
above preserve the competitive advan- 
tages of highly qualified, trained and 
motivated personnel within each 


Corporate Client Larry Bell, Chairman & Chief Executive 
Officer, B.C. Hydro, Vancouver, British Columbia 


“The bank’s new direction lends a dynamism to everything we do. 


discipline, while re-assembling our 

people into teams representing the 

entire organization to the customer. 
Additional advanced technologies 


were introduced to improve operating 


services to customers. Directline® gives 


business clients direct access to 
detailed account information through 
their own personal computers. The 


Commercial Access Card gives busi- 


ness customers seven-day, round-the- 
clock control over their accounts 
through the Bank’s 1,163 Instabanks. 


The Investment Product System, intro- 


duced this year in every branch, gives 
our staff and customers on-line access 
to investment accounts and product 
information, allowing them to respond 
to customer needs on-the-spot. 

More important than organizational 
changes or systems improvements, 
however, are the efforts of our 33,580 


employees to serve their customers . . . 


Employees 

In the 1970s and 1980s, edie in cus- 
tomer service emerged mainly from 
advances in banking technology: a 
wider range of services, more cus- 
tomer-activated devices, and a better 


matching of product and price. In the 


I really enjoy coming to work.” 


1990s, the driving force will be the 

employee’s ability to form a partner- 

ship with each customer. 

Employee development is the 

linchpin. In helping our 

people attain their career 

| goals, we thereby ensure they 
have the skills necessary for 


today’s financial services industry. 


To date, some 12,000 employees 


have participated in customer service 
training —two-thirds of the way 
towards our Bank-wide objective. 

Our commitment to employee 
development was underscored during 
the year by the announcement of 
plans for a training and educational 
institute for Bank personnel. When 
completed in 1993, this future banking 
college’ will offer courses in English 
and French to some 15,000 
employees each year. Dedicated to 
fostering a customer service culture 
among current Bank of Montrealers, 
the benefits to all our stakeholders of 
this new facility will rival those gains 
made in the Seventies and Eighties 
from advances in technology. 

The advancement of women is an 
essential element of our human 


Employee Maurice Lavoie, Operations, 
Winnipeg, Manitoba 


resources strategy. In October, a task 
force established by the President was 
publicly announced. Its mandate is to 
identify and dismantle barriers pre- 
venting women from moving ahead in 
the Bank and reaching the most senior 
ranks. Our aim is to create an environ- 
ment for women and men in which 
there will be true equality, with 
advancement based solely on merit. 
Simply stated, our goal is to have 
the best financial service profes- 
sionals in the industry, and to place 
in their hands the responsibility 
and authority for customer service 
which meets or exceeds the cus- 


tomer's expectations. 


The Bank is a part of the hundreds of 

communities it does business in across 
Canada. Each one has a stake in our 
success, just as we do in theirs. The 
trust and confidence of our hosts has 
been won through sound business 
practice and alert, conscientious ser- 
vice. We aim not only to retain that 
trust and confidence, but to expand it 
in each community we serve. 

A strong community presence, how- 


Customers Sally, Stephen and Mark McAllister, 
Fredericton, New Brunswick 


“I really like the idea that 


my bank encourages and supports its people 


ever, means more than the provision of 
financial services. It means a strong 
presence through support of social 
and economic development, and an 
identification with the community's 
interests, whether these be chambers 
of commerce, school or hospital 
boards, or fund-raising drives. 
Always, the object is to contribute. 
Bank of Montreal shares with its 
employees and customers a tradition 
of giving. The Bank has long been a 
leading corporate donor, supporting 
health care, social services and post- 
secondary education, as well as cul- 
tural and athletic endeavours. 
Employees at every level, in common 
with Bank directors, give generously of 
their time and money as active partici- 
pants in the life of their community. In 
1990, 70% of Bank personnel sup- 


ported more than 1,100 charities. 


Bank Customer Service Representative 
Pat Ali, Mississauga, & Carly Walker, 
Scarborough, Ontario 


in making things better for kids.” 


Through community fund-raising drives 
spear-headed by local branches, our 
customers also give generously. 
Children are a particular focus of 
much of our community efforts. 
Through Project Sunshine, the Bank, its 
employees and customers joined 


together to support children’s hospitals 


“I am a customer and a shareholder 


I’m impressed with Bank of Montreal.” 


across Canada with the largest single 
Canadian donation of $824,000 to 
the Children’s Miracle Network 
Telethon and $514,000 to its Quebec 


counterpart, the Telethon of Stars. 


Employee fund-raising organizations — 
the Our People Fund in Ontario; the 
We Care program in Manitoba and 
the Bank of Montreal Employees 
Charity (BOMEC) in Quebec, Atlantic 


Canada, Saskatchewan, Alberta and 
British Columbia—directed a signifi- 
cant proportion of their donations in 
1990 to hospitals, charities and ser- 
vices for children. Employees orga- 
nized bake sales, lobster races and 
pumpkin carving contests; sold calen- 
dars and cookbooks; filled branches 
with teddy bears; and collected 
enough quarters to stretch more than 
ten miles. 

The Bank is a primary corporate 


sponsor of Kids Help Phone. This bilin- 


gual, 24-hour counselling service 
receives about 800 calls a day from 
children suffering difficulties. During 
the year the Bank raised $150,000 for 


Kids Help Phone from a special mailing 


to MasterCard and deposit customers. 
During the year, the Bank actively 


supported the Canadian Special 


Montreal, Quebec 


and I feel good about both. 


Olympics through committee volunteer 
work, promotional efforts and techni- 
cal advice in setting up computer 
systems. Our assistance has 
helped this organization to 
broaden the scope of its 
fund-raising from a 
provincial to a national 
level. 

These commitments of 
time and money are not 
ancillary to our core business — 
they are part of it. We believe that 
Canadian business—in partnership 
with government agencies and private 
foundations—can make a difference in 
tackling difficult social 
problems and in promoting educa- 
tional, cultural and athletic excellence. 
In taking our place as active corporate 
citizens in communities across 
Canada, we build for the future —theirs 


and ours. 


Shareholders 

The Bank’s financial strategy for 
increasing shareholder value rests on 
two principles: 

First, our strategy will be balanced. 
Efforts to generate revenues and 


Shareholder and customer Gerry Hardy, 


control costs will be aggressive while 
adhering at all times to clear and firm 
standards of prudential risk manage- 
ment. 

e Second, our strategy will be selective. 
The Bank will enter only those markets 
or lines of business which are a logical 
extension of our existing strengths, in 
which we can match or surpass com- 
petitor offerings, and in which we can 
maintain our standards of profitability 


and prudent management. 


The next section, entitled ‘Financial 
Goals and Measures”’ contains a 
graphic summary of the Bank’s 1990 
"scorecard’’. The Management Anal- 
ysis of Operations has been substan- 
tially expanded relative to previous 
years’ reports. Together with ‘'Finan- 
cial Goals and Measures”, it will bet- 
ter enable shareholders to evaluate 
management’s performance in improv- 


ing the value of their investment. 


Investor Kin F. Wong & Ed Filewych, Nesbitt Thomson 
Deacon Inc., Calgary, Alberta 
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Financial Goals and Measures 


The Bank’s overall financial goal is to 
achieve a superior return on invest- 
ment for its common shareholder. This 
objective requires superior perfor- 
mance on a number of key financial 
measures which the Bank has 
adopted. The measures were selected 
to provide a balance between prof- 
itability and prudential concerns. These 
graphs assess Bank of Montreal’s per- 
formance by comparison to the aver- 
age of the six largest chartered banks 
in Canada. Return on investment is 


covered on page 18. 


Profitability Measures 


Return on Equity — 
Getting Better 


Net Income for 
Common Shareholders 
As a % of Common Equity 


BB Bank of Montreal 
§@ Six Bank Average 


Earnings Growth— 
The Right Direction 


Productivity — 
Closing the Gap 


Expenses 
As a % of Revenues 


Bank of Montreal 
88 Six Bank Average 
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The Bank earned $522 mil- 


lion in 1990, compared with a 
loss of $39 million in 1989. 
This increase of $56] million 
cannot meaningfully be ex- 
pressed in earnings growth 
terms. The 1989 loss was a 
result of the unusually large 
provisions for possible losses 
on LDC claims which were 
taken in 1989. While no similar 
provisions have been taken in 


1990, the level of revenues 


70 


Profitability, as measured by 


return on common equity, 


i 


increased from a negative 
2.5% in 1989 to 14.6% in 
1990. Bank of Montreal’s 
return on equity in 1990 
nearly equalled the average 
of the six banks and virtually 
eliminated the 1989 perfor- 
mance gap of 10.5%-—a 


substantial improvement. 


from these claims was $145 
million lower than 1989. For 
the Bank of Montreal, elimi- 
nation of the effect of these 
two factors would indicate 
year over year earnings 
growth of 10%. Similarly 
adjusted comparisons are not 
available for the other five 


banks. 


Productivity, as measured by 
the expense incurred to gen- 
erate each dollar of revenue 
(net interest income and other 
operating income), improves 
as this ratio declines. Although 
the Bank's productivity, at 
67%, continues to rank low- 
est, superior expense control 
has resulted in a 50% reduc- 


tion in the gap with the aver- 


age of the six banks since 
1987. This is equivalent to 
having removed $185 million 
(in 1990 dollars) from our 
expense base. Forty-five per- 
cent of this saving was 
achieved in 1990. 


The Bank's ultimate objective is to rank 
among the top tier (top two) of these 
six banks while its standard is to per- 
form at a level at least equal to their 
average. In 1990, the Bank ranked 
third on return on equity and improved 
on all the profitability measures rela- 
tive 3 the competition. Its perfor- 
mance on all the prudential measures 


was stronger than average. 


Prudential Measures 


Asset Quality 
Remains Strong 


Provision for 


Credit Losses 
As a % of Loans 
(Non-LDC) 


@ Bank of Montreal 
& Six Bank Average 


Strong Capital Base 10 
—A Solid Foundation 


Capital 


As a % of 
Risk-Adjusted Assets 


@ Bank of Montreal 
§ Six Bank Average 


Substantial Liquidity 35 
Provides Flexibility 


30 
Cash and 
Securities 5 
As a % of Assets 
@ Bank of Montreal 20 
BB Six Bank Average 
1S 
10 
5 
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Asset Quality, as measured 
by the provision for losses rel- 
ative to loans, improves as 
this ratio declines. On this 
basis, the Bank's asset qual- 
ity for non-LDC loans essen- 
tially equalled 1989, exceed- 
ing standard and achieving 
top tier status among the six 
banks. 


The Bank's Capital base was 
strengthened during 1990 
and continues to exceed reg- 
ulatory requirements, the 
Bank’s own standard (which 
is more demanding) and the 


six bank average. 


Liquidity is measured, for 
external comparison pur- 
poses, by the proportion of 
cash resources and securities 
to total assets. Internally, the 
Bank's definition excludes 
securities not considered to 
be liquid; however, this infor- 
mation is not available for the 
other banks. On the external 
basis, the Bank's liquidity 
increased during 1990 to 
28.3% —the highest among 
the six banks. The lowest 
was 9%, 


Annual Share Price Performance 
and Dividend Yield— 

Better Than Most 

The closing price for the Bank of 
Montreal's common shares was $27 
on October 3], 1990. This was $7 
(20.6%) per share lower than a year 
earlier as weakness in domestic and 
international equity markets caused 
significant erosion in share prices 
world-wide. The Bank's share price 
has withstood these pressures better 
than the average of the six banks 
(down 29.5%) and better than Cana- 
dian equities generally. This reflects 
the Bank's improved financial perfor- 
mance and its excellent 6.2% dividend 


yield. 


Return on Shareholders’ 


Investment 


Common Dividends and 
Unrealized Capital 
Gain/ (Loss) 

As a % of Share Cost at 
Beginning of Fiscal Year 


B® Bank of Montreal 
® Six Bank Average 
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Management Analysis of Operations 


Earnings 


Financial Condition 
at Year-End 


3 provided below. e 


Earnin 


- he management analysis of opera-_ 
tions provides shareholders and 


"potential investors with manage- 


; ee Ss anal sis of the Bank’s earnin Ss and financial condition 
ys g 


for the hes ended October 31, 1990. The analysis i is based 


; primarily on the Bank’s financial goals: and measures. shenaey 


financial statements ane references to the detailed analysis are 


(S millions) 
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Highlights of 1990 | 


© Return on common shareholders’ equity improved to 14.6% in 
1990 which is just below the corporate standard of 15%. This 
compares to an average of 5.2% over the past five years. Earnings per 
share for 1990 were $4.20 compared with a net loss per share of 
$0.79 in 1989. 


© Revenues increased 2%. Interest revenue on the LDC portfolio 
declined approximately $145 million as a result of restructuring of 
loans to Mexico and lower cash receipts from Brazil. In addition, 
overall interest margins were reduced as a result of the rising interest 
rate environment in Canada and the United States during much of 
1990. Despite these negative factors, net interest income was up 
slightly from 1989, largely as a result of strong growth in personal and 
mid-market commercial loans in Canada and a gain of $17 million on 
the sale of the Bank’s investment in Banque Transatlantique, a privately- 
owned French bank. 

Other operating income increased by 7% with growth in the volume 

of operating services and MasterCard merchant revenues and a signifi- 
cant improvement in foreign exchange revenues and trust income. 


* Effective management of non-interest expense growth continued 
in 1990. Excluding the effect of the approximately $20 million one- 
time cost of a staff reduction program at Harris (the Bank’s U:S. 
subsidiary), non-interest expense grew 4%. While this rate of growth is 
quite satisfactory considering inflationary and volume pressures, the 
Bank’s productivity ratio at 67% for 1990 is not meeting the corporate 
standard. Careful control of expenses will continue to be a priority. 


© Asset quality remained high in 1990. The Bank’s loan portfolio is 
well diversified with limited exposure to troubled sectors. The provi- 
sion for credit losses as a percentage of average loans was 0.31% 
compared to 2.22% in 1989 (0.34% excluding the $1 billion LDC 
provision that year). Non-performing loans, net of allowance for credit 
losses (reservations), increased during the year from $785 million to 
$923 million reflecting the economic decline in North America. 


© Capital continues to be an underlying strength of the Bank, 
providing a solid foundation for future growth. The Bank’s total capital 
ratio was 8.3% of risk-adjusted assets at October 31, 1990, exceeding 
both the regulatory requirement of 7.25% and the 8% required by the 
end of 1992. 
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Return on Equity —Getting Better 


Return on equity is a measure of profitability froma shareholder’s Chait} : 
perspective and allows comparison of performance to other organiza- Return on Equity (%) 
tions. In order to maintain a satisfactory return on equity over a period re 3 | 
of time, the Bank must perform well on all of its other financial goals 
and measures. The Bank’s short-term objective is to achieve an average 
return on equity at least equal to the greater of 15% and the average 
return on equity of the six largest Canadian banks. The Bank’s 
longer-term objective is to rank first or second among this group. 


Table | 
Financial Performance 1986 1987 1988 1989 1990 5 


Return on Equity (%) 8.5 (9.3) 14.7 (2.5) |4.6 
Basic Earnings per Share $ 3.16 (3.19) 4.38 (0.79) 4.20 Pee 


Net Income (Loss) 
($ millions) 310 (242) 500 (39) 522 
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Earnings Growth — The Right Direction 


The Bank nearly metits : 


Net income for 1990 was $522 million. This compares with a loss of 15% return on equity. 

$39 million in 1989 which resulted from a $1 billion pre-tax provision objective and together 

for possible lossés on the LDC portfolio: In 1990, no further LDC bane re noe he nee . 
op : : return on equity since > 

provisions were required. Earnings per share were $4.20, compared 1981. 

with a loss of $0.79 in 1989. sa 


Earnings By. Major Entity 

The 1990 results of the Bank and each of its major subsidiaries, Harris 
Bankcorp, Inc: (Harris), Nesbitt, Thomson Inc. (Nesbitt), and Banco de 
Montreal S.A. (BAMI), are shown in Table 2 in Canadian dollar 


equivalent: 

Table 2 

1990 

Earnings By Major Bank of Montreal 

Entity ($ millions) (Parent) Harris Nesbitt BAMI Total 
Net Interest Income* 1,800 466 30 266 2,562 
Other Operating Income 739 320 126 7 1,202 
Foreign Currency Translation Loss - = - (111) (111) 
Total Revenue* 2,539 786 156 172 3,653 
Provision for Credit Losses 96 70 - 3 169 
Non-Interest Expense 1,714 546 149 44 2,453 

729 170 7 125 1,031 

Income Taxes* & Minority Interests 328 74 2 105 509 
Net Income 401 96 5 20 522 
Average Assets 
($ billions) 66.0 14.0 1.8 0.7 82.5 
1989 


Net income/(Loss) (115) 52 13 i (39) 


- *Adijusted to a taxable equivalent basis (TEB) as discussed on page 25. 


Bank of Montreal (Parent) 
The Parent Bank earned $401 million in 1990, which was 77% of the 
Bank’s after-tax earnings, compared to a loss of $115 million in 1989. 
In 1989, provisions for possible losses on LDC debt of $941 million 
were made by the Parent Bank, whereas no amounts were required in 
1990. Interest revenue on the Parent Bank’s LDC portfolio was 
approximately $135 million less than in 1989. The reduction in 
revenues was mainly due to the restructuring of loans to Mexico and 
lower receipts from Brazil. Excluding these two factors from both 
years’ results, the Parent Bank’s after-tax earnings increased by 11% 
over 1989. 
_ Earnings benefited from strong growth in personal and mid-market 
commercial loans in Canada of 12%, an increase in fee income of 6% 
and containment of expense growth to 5%. Partially offsetting these 
benefits was the narrowing of interest spreads associated with the 
rising interest rate environment. See page 26 for details. 


Harris 
Harris, a wholly-owned subsidiary, is a major U:S. mid-west bank with 
assets of $ 14 billion (Canadian dollar equivalent). Harris and its 


subsidiaries provide personal and corporate banking and trust services. 


Harris administers trust assets of approximately U.S. $87 billion and 
ranked 22nd in the United States in discretionary trust assets at 
December 31, 1989. Harris has been steadily growing its banking 
business in communities in the Chicago area. Community banking 

- accounted for approximately 21% of Harris’ assets and 33% of Harris’ 
earnings in 1990. 

Harris contributed $96 million to the Bank’s results in 1990 com- 
pared to $52 million in 1989. Before a provision for credit losses on 
- LDC debt of $59 million, net income in 1989 was $96 million. No LDC 
provisions were required in 1990. 

In aneffort to improve on-going profitability, Harris undertook a 
major staff reduction program in June 1990. The program reduced the 
workforce by approximately 8% and resulted in one-time severance, 
benefits and other expenses of about $20 million. 

Excluding the impact of LDC provisions and the staff reduction 
program from 1989 and 1990 results, Harris’ earnings increased by 
approximately 16%. The most significant factor in the improvement 
was strong growth in other operating income, in particular trust and 
investment management fees, service charges on deposits and charge 


card fees. 


Nesbitt 

Nesbitt, a 75% owned subsidiary, is a major fully integrated Canadian 
investment dealer. Nesbitt engages in the trading, underwriting and 
distribution of securities. Nesbitt contributed $5 million to the Bank’s 
results, compared to $13 million in 1989. Nesbitt has remained 
profitable despite the continuing weak market conditions. 
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BAMI 

BAMI, the Bank’s Brazilian subsidiary, is a commercial and investment 
bank providing banking and investment management services. BAMI 
earned $20 million for the year compared to $11 million in 1989 after 
adjusting for the related foreign currency translation losses in both 
years. The improvement in earnings was mainly due to the company’s 
ability to earn higher spreads in this highly volatile economic environ- 


ment. 


Productivity —Closing The Gap 


Chart 2 
Productivity 
Expenses 

Asa % of Revenues 
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Improving.the Bank's 


productivity relative to 
other banks.is.a major 
goal..The gap was nar- 
rowed from 7.5% in 1989 
to 5.2% in 1990. 


Table 3 


Revenues 
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The Bank measures its productivity by the ratio of non-interest expense 
to revenues (taxable equivalent net interest income and other operating 
income). In 1990, this ratio was 67.2% compared to an average of 
62.0% for the six largest Canadian banks. The Bank’s goal is to achieve. a 
productivity ratio at least equal to the average of the six largest Canadian 
banks by 1993. Thereafter, our goal is to be one of the best two amongst 
these banks. As indicated in Chart 2, the gap has been closing steadily 


since 1987. In 1990, the Bank succeeded in narrowing the gap from 


7.5% in 1989 to 5.2%. Despite pressures on revenues in 1990, the 


improvement was achieved by limiting expense growth to 5%. 
Productivity improvements have been achieved primarily by consoli- 
dating and automating the ‘‘back-office’’ areas of the Bank which are 
responsible for processing the significant volumes of transactions han- 
dled daily. In addition, layers of management have been reduced and 
discretionary expenditures have been kept under strict control. These 
improvements have freed up resources to be redeployed to our cus- 


tomer service and revenue-generating activities. 


Productivity —Revenue Improvement 


The Bank’s revenue can generally be described as either interest or 
fee-based. In 1990, total revenue (on a taxable equivalent basis) was 
$3,653 million compared to $3,586 million in 1989, an increase of 2%. 
As described under ‘‘Net Interest Income and Spread’’, revenues came 
under pressure in 1990 due to a number of factors. 


~ (S millions) 1986 1987 1988 1989 1990 
Net Interest Income as reported 2,081 2,080 2,485 2,484 2,491 
Taxable Equivalent Adjustment 193 138 86 73 71 

2,274 2,218 2,571 2,557 2,562 

Other Operating Income 819 918 1,135 1,119 1,202 
Foreign Currency Translation Loss* (1) (27) (53) (90) (111) 

’ Total Revenue 3,092 3,109 3,653 —«3,586 8,653) 


*The foreign currency translation loss is in respect of the Bank's investment in BAMI and is described in 
note 2 to the financial statements. The loss offsets the effect of inflation in Brazil on BAMI's net interest 
income which increased by $65 million to $266 million in 1990. 


Revenues increased 


nearly 2% despite a 
decline in LDC interest 
income of $145 million 
compared with 1989. 
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(6) 


Chart 3 
_ LDC Revenues 
($ millions) 
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Net Interest Income & Spread 

Net interest income is the difference between interest earned on loans 
and securities and interest paid on deposits and debentures. For the 
purpose of analysis, it is adjusted to.a taxable equivalent basis. The 
taxable equivalent adjustment increases interest income to. the amount 
that would result if income from tax-exempt securities were taxable. 
This results in a better reflection of the economic yield on these 
instruments, Net interest: spread is the net interest income (adjusted to a 
taxable equivalent basis) divided by average total assets. 

Net interest income was $2,562 million in 1990, up marginally from 
$2,557 million in 1989. This small increase masks several significant 
positive and negative factors. 

Net interest income was negatively affected by a reduction in interest 
revenue on LDC debt which declined approximately $145 million in 
1990. This decrease was mainly due to the restructuring of loans to 
Mexico and lower interest receipts from Brazil. As illustrated in Chart 3, 
the decline in LDC revenues in 1990 is a continuation of the downward 
trend in recent years, except in 1988 when Brazil made year-end 
payments relating to prior periods. At October 31, 1990, unpaid and 
unaccrued interest on the Bank’s LDC debt amounted to $287 million, 


primarily relating to Brazil and Argentina. Details are provided on page 34. 


On the positive side, net interest income was augmented by. a $17 
million gain on the sale of the Bank’s 20% investment in Banque 
Transatlantique, a privately-owned French bank. Under its new strate- 
gic direction, the Bank is no longer seeking indigenous lending outside 
North America and so this investment was not required. 

In addition, BAMI’s net interest income increased significantly over 
1989 by $65 million, to a level of $266 million in 1990. This resulted 
from a substantial widening of interest spreads because of the highly 
volatile economic environment in Brazil. This increase in net interest 
income was partially offset by a higher foreign exchange loss on 
translation of the Bank’s investment in BAMI, which increased from 
$90 million in 1989 to $111 million in 1990. 

The remaining increase in the Bank’s net interest income was 
attributable to ongoing operations. This reflected a significant increase 
in business volumes in the Canadian personal and commercial mid-mar- 
ket sectors, offset in part by the negative impacts of the higher interest 
rate environment which prevailed in 1990. 

Volume growth in Canada was particularly noteworthy in mortgages 
(18%), other personal loans (7 %) and commercial mid-market loans 
(9%). Personal deposits, which provide a stable source of funding, grew 
9%. Generally, personal and mid-market commercial business is more 
profitable than large corporate business due to higher yields and lower 
funding costs. Accordingly, increased volumes of personal and com- 
mercial mid-market business contribute to a more profitable balance 
sheet mix. The asset and deposit mix of the balance sheet and the 
applicable rates of interest income.and expense are summarized on 
page 46. 

Net interest income is also affected by the movement in interest 
rates. The sensitivity of the Bank’s earnings to changes in interest rates 
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Table 4 

Interest Rate 
Sensitivity Position 
As at October 31, 1990 


Chart 4 


Net Interest Spread (%) 
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depends upon the amounts of assets and liabilities repricing in similar 
time periods. Where a difference exists in a particular period, this is 
termed an interest'rate sensitivity gap. When the gap is negative, 
repricing liabilities exceed repricing assets in that period and net 
interest spread will be reduced if interest rates increase. That is, the 
interest cost of deposits will increase more than the interest yield on 
assets. Conversely, where a gap is caused by repricing assets exceeding 
repricing liabilities, spreads will narrow when rates decrease. 

Table 4 shows the Bank’s interest rate gap positions at the end of 
October 1990, separating Canadian and foreign currencies. The Bank 
has more liabilities than assets subject to repricing within a year. 


(S billions) 
Total Non- 
0to3 3to6 6to 12 Within Over Interest 
Months —~ Months — Months 1 Year 1Year ~ Sensitive Total 
Canadian Dollars ‘ 
Assets 23.6 4.5 5.4 33.5 10.5 8.8 52.8 
Liabilities 29.4 2.4 3.8 35.6 5.1 12.1 52.8 
Interest Rate 
Sensitivity 
Gap (5.8) 2.1 1.6 (2.1) 5.4 (3.3) 0.0 
Foreign Currencies 
Assets 24.1 3.9 Lg 29.9 2.0 2.7 34.6 
Liabilities 26.3 1.9 0.6 28.8 1.0 4.8 34.6 
Interest Rate 
Sensitivity 
Gap (2.2) 2.0 1.3 1A 1.0 (2.1) 0.0 


The data shown reflects adjustments made for projected prepayments on loans and mortgages, and 
early redemptions on term deposits, where applicable. The positions also reflect the impact of 
off-balance sheet transactions, such as interest rate swaps, futures, and forward rate agreements, 
undertaken as part of the Bank's management of interest rate risk. 


Rising, interest-rates dur- 


IES ing 1990 increasedthe 


cost of deposits faster 
than:the yield on assets 


which reduced net inter 
est spreads. 


86 87 88 89 90 


For the Bank’s Canadian dollar balance sheet, spreads narrow over the 


_ short-term when rates increase. This was evident in the first half of 


fiscal 1990 when the Bank of Canada rate rose from 12.42% at the 
beginning of the year to a peak of 14.05% in May, 1990. Spreads 
improved in the latter part of the year as rates started to decline. The 
Bank of Montreal led the Canadian banks in reducing the Prime Rate 


’ three times within a five week period in August and September. Further 


interest rate reductions in 1991 will augment this improvement in 
spread, assuming no change to the pricing profile of assets and liabilities. 
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Table 5 


Other Operating 


Income 


Chart 5 
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Other Operating Income 
Other operating income is derived from fee-based services and includes 
fees for operating services, charge card fees, loan administration fees, 
income from foreign exchange, trust income, and securities and 
safekeeping fees. Other operating income has become an increasingly 
important component of earnings and has increased from 26% of total 
revenue in 1986 to 33% in 1990. This trend is expected to continue in 
future years. 

The major components of other operating income over the past 5 
years are shown in Table 5. In 1990, other operating income totalled 


$1,202 million, an increase of $83 million or 7% from 1989. Bank of Montreal has 
Growth approximately. 75% of 
(decrease) ae 
1990 over the affinity card market 
(S millions) 1986 1987 1988 1989 1990-1989 % in Canada and isthe fifth 
BRO PS Sa SO RE OE Dn RTs RON EW EY Oe EE es RIE AP RA largest Mastércard issuer 
Operating 
services 235 283 297 302 334 10.6 inthe world. 
~ Charge card 154 158 164 161 174 


Securities and 


safekeeping 48 45 160 171 
Foreign exchange 92 1S eeeried Vy 116; EENSOS 379" Strong growth in foreign - 
Loan fees 134 151 165 139 141 1.4 exchange reyenues. 
Trust income 105 123 126 
Other 51 46 94 
Total 819 918 1,135 


Other Operating Income 
asa % of Total 


Revenue 26 30 31 31 
Building fee revenue is a 
; major priority, In 1990, 
The highest rates of growth were in foreign exchange activity, trust PV ENUE Karate pasha 
income, operating services and charge card fees. services increased to 
Growth of 38% in foreign exchange revenue confirms the Bank’s 33% of total revenue. 


strong reputation as an industry leader in foreign exchange trading. 
Trust income, which is entirely earned by Harris, increased 12% 


over 1989. The growth was due to an increase in trust assets under 


administration. Trust income represents over 40% of Harris’ other 
operating income. 

Revenues from operating services increased 11% mainly due toa 
larger volume of transactions. In keeping with the Bank’s strategy of 
ensuring customer value for money, the Bank froze retail prices in 
Canada for nearly three years from May 1987 to January 1990: The 
increases made in 1990 excluded several categories of retail accounts. 

Charge card income increased 8% over 1989 mainly due to an 
increase in merchant sales volumes. This reflects the Bank’s success in 
expanding the number of merchants using Bank of Montreal Master- 
Card and increased volumes by existing merchants. Bank of Montreal 
continues to offer customers a no fee MasterCard. Bank of Montreal is 
the largest MasterCard issuer in Canada and is the fifth largest issuer in 
the world. Bank of Montreal is also the market leader in affinity cards in 
Canada, with 195 groups or approximately three-quarters of the 


potential market. 
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The categories ‘Securities and safekeeping’ and ‘Other’ on Table 5 
include fees earned from the sale of Canada Savings Bonds and fee 
income earned by Nesbitt from sales of equity and other securities. 
Uncertainty in the equity markets and the high level of interest rates 
available on other investments resulted in lower levels of activity 


during the past year. 


Productivity -Expense Containment 


Non-interest expense consists of employee salaries and benefits, 
premises and equipment costs and all other expenses. In 1990, 
expenses amounted to $2,453 million, an increase of $123 million or 
5% from last year. Excluding the approximately $20 million cost of the 
staff reduction program at Harris, non-interest expense increased by 
4%. The Bank’s productivity program continues to yield savings 
allowing the Bank to invest in technology and improve customer 
service, while containing growth to less than inflation. The major 
components of non-interest expense are detailed in Table 6. 


Employee salaries and benefits represented 57% of non-interest 
expense. These costs were $1,392 million, 8% higher than last year. 
Excluding the effect of one-time cost pressures in Harris and highly 
inflationary conditions in Brazil, the increase was 5%. In Harris, the 
staff reduction program resulted in a cost for severance and benefit 
payments of approximately $20 million. BAMI’s employee costs rose 
by $10 million due to mandated increases under the Brazilian govern- 
ment’s economic program. The remainder is attributable to merit 
increases granted during the year and higher pension and benefits 
costs. 

Control over employee expenses is critical to the Bank’s program to 
improve productivity. At October 31, 1990, the Bank employed 33,580 
employees, down from 34,482 employees three years ago. Since 1987, 
the transaction processing and head office staff groups have reduced 
their workforce by approximately 2,000 positions. Efficiencies realized 
through consolidation of back office activities, reducing layers of 
management, and increasing spans of control have allowed the Bank to 
reduce the overall workforce while at the same time increasing the 
number of customer service personnel. 

Premises and equipment costs increased from $462 million in 
1989 to $489 million in 1990, an increase of 6%. Investments in 


- branch premises and technology have improved service to customers. 


The Bank's distribution 
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During 1990, twelve new branches were opened bringing the total to 
1,242. In addition, over 130 branches were renovated to provide better 
customer service. The number of automated banking machines in the 
Bank’s national distribution network has increased by nearly 25% toa 


‘total of 1,163. Several new systems have been implemented allowing 


the Bank to more effectively respond to customer requirements. For 
example, a new state-of-the-art system was introduced in 1990 for 
MasterCard which provides additional capacity for the Bank to expand 


and quality of service 
was improved with 25% 
more banking machines 
and twelve new 
branches. 
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its credit card business and provides detailed on-line customer enquiry. 
The system improves productivity and allows the Bank to provide faster, 
more effective service to customers. 

Other expenses totalled $572 million, $5 million lower than 1989, 
and represented 23% of total non-interest expense. The major compo- 
nents of other expenses are provided in Table 6. Increases in certain 
expenses are difficult to control. For example, business and provincial 
capital taxes have increased 31% from 1989 due to the introduction of 
a capital tax in Alberta, and increases in other taxes. Canadian deposit 
insurance premiums increased as a result of deposit growth. The Bank 
successfully reduced professional fees, travel and business develop- 
ment and other miscellaneous expenses by enough to more than offset 


the increases in uncontrollable other costs. 


Growth 
(decrease) 
- Table 6 : 1990 over 
Non-Interest Expense (S millions) 1986 1987 1988 1989 1990 1989 % 
Salaries and Staff 
Benefits 1,060 1,109 4,265.) 20,29) 1,392 7.8 
Premises and Equipment 
Rental and depreciation 
of premises 95 105 119 120 140 16.7 
Maintenance and repairs 76 79 81 82 83 122 
Property taxes 28 30 34 34 35 2.9 
Other 70 78 80 78 76 (2.6) 
Computer costs 12] 143 161 148 155 4.7 
390 435 475 462. . 489 5.8 
Other 
Communications 99 99 112 110 118 7.3 
Business and capital 
taxes 5B 70 50 52 68 30.8 
Stationery and printing 40 4] 46 50 52 4.0 
Professional fees 43 43 48 57 51 (10.5) 
Travel and business 
development 58 60 65 63 62 (1.6) 
Canada deposit 
insurance 20 26 26 28 30 Fs 
Other 167 172 210 217 191 (12.0) 
485 511 557 577 572 (0.9) 
Total 1,935 2,055 2,297 2,330 2,453 5.3 
Year over Year Growth% 8.3 6.2 11.8* 1.4 5.3 


*The sharp increase in expense growth in 1988 reflects the acquisition of Nesbitt in September 1987. 


Summary 


The Bank is tackling both the revenue and the expense dimensions of 
the productivity issue. Greater capacity to generate revenue is being 
built by increasing the flexibility and responsiveness of our community 
branches. to local conditions. Bank executives have been relocated to 
communities across the country and been given increased decision- 
making authority. The number of branches and automated banking 
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machines has been increased, systems have been enhanced to provide 
better and faster service and some twelve thousand staff have received 
intensive customer service training. For corporate and institutional 
clients, our capabilities for loan origination and distribution, foreign 
exchange, cash management and other services are fully competitive. 

Expenses have been well controlled by consolidation and automa- 
tion of back office transaction activities, by reducing levels of manage- 
ment and by other activities to lower the cost base. The Bank’s 
fundamental philosophy is that the provision of banking services in the 
most efficient manner at the lowest possible cost results in customer 
service of the highest quality. 


Asset Quality Remains Strong 


Chart 6 
Assets 
(%) Mix 
As at October 31, 1990 


& Liquid Assets (27%) 

@ Foreign Currency Loans (22%) 
® Canadian $ Mortgages (17%) 
® Other Canadian $ Loans (24%) 
@ Other Assets (10%). 


Asset quality, as measured by the provision for credit losses as a 
percentage of average loans, was 0.31% in 1990. The Bank’s ratio was 
the best among the six largest Canadian banks, which averaged 0.48%. 
(Excluding LDC reversals in 1990, the Bank’s ratio was 0.35% com- 
pared to 0.52% for the six banks.) 

In 1990, total assets grew $8.5 billion or 11% to $87.4 billion. 
Growth occurred largely in personal and mid-market commercial loans 
and deposits with other banks. Charts 6 and 7 show the composition of 
the Bank’s assets. At year-end, Canadian dollar assets represented 
approximately 59% of total assets. 

The Bank’s portfolio of loans and deposits with other banks, which 


. represents about 75% of assets, is described in the following section. 


The composition of liquid assets is provided in the liquidity section on 
page 39. The remaining assets consist largely of land, buildings and 
equipment, accrued interest receivable, deferred income taxes and 
bankers’ acceptances. Also included in other assets is goodwill arising 
on acquisition of the Bank’s subsidiaries. Details on the composition of 
goodwill by major subsidiary and the remaining amortization periods 
are provided in note 7 to the financial statements. 


Loans and Deposits with Other Banks 


The quality of the Bank’s loan portfolio is essential to long term 


. profitability. The Bank’s loan portfolio is well diversified. Diversifica- 


tion policies limit exposure to individual borrowers or connections, 
particular industries, the purpose of the financing and geographic 
regions. Note 8 to the financial statements provides details of the 
geographic distribution of assets by location of ultimate risk. 
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Chart 7. 
Assets 


Canadian dollar assets 
Asa % of total assets 
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Table 7 


_ Loans And Deposits 
With Other Banks ($ millions) 1989 1990 
As at September 30 
“Seplaes seventies $ %of Mix -$ % of Mix 
Individuals : : 
Mortgages 10,542 16.4 12,482 18.8 
Cards 2,203 3.4 2,467 3.7 
Personal loans 7,734 12.0 8,581 12.9 
20,479- 31.8 23,530 35.4 
Financial Institutions 
Deposits with Other Banks 6,995 10.9 10,152 15.3 
Other 7,133 11.0 5,821 8.7 
14,128 21.9 15,973 24.0 
Construction and Real Estate 5,468 8.5 6,324 9.5 
Manufacturing 5,196 8.1 4,899 7.4 
Mining and Energy 4,573 7.1 2,666 4.0 
Service Industries 3,629 5.6 - 3,318 5.0 
Retail and Wholesale Trade 2,576 4.0 2,563 3.9 
Agriculture 1,359 2.1 1,457 2.2 
Transportation, Communications 
and Utilities. - 1,057; 1.6 994 1.5 
Other 5,967 oS. 4,749 7.1 
Gross Loans and Deposits with : : 
Other Banks 64,432 100.0 66,473 100.0 
Reservations for loan losses (2,484) -- (2,296) 
Loans and Deposits with Other Banks 
Net of Reservations 61,948 64,177 
Deduct Deposits with Other Banks (6,995) (10,152) 
Loans Net of Reservations 54,953 54,025 
During 1990, major areas of concern in the banking industry in North 
America have been inadequate industry and geographic diversification, The loan portfoliois well 
quality of real estate loans, problem leveraged financings and exposure diversified with a sub- 
to lesser developed countries. Details on the Bank’s exposure in each of stantial base of individ: 
: val borrowers and no 
these areas follows. 
; ; : : Brag ooh more than.ten percent in 
Excluding deposits and loans with other financial institutions and Sinfonia Buses sector 
loans to individuals, there is no sector to which the Bank has exposure 
in excess of 10% of total loans and deposits with other banks. Consistent 
with our strategic priority of growing personal and mid-market com- 
mercial business, loans to individuals increased from 31.8% of the total Chart 9 
to 35.4%. Loans to Individuals 
Bala e teas 90 Day Delinquency Ratio 
1.00 
Loans to Individuals 
Chart 8 Loans to individuals have become an increasingly important propor- s 
Loans to Individuals tion of the Bank’s portfolio. In 1990, these loans grew 15% over 1989. 
(%) Mix ‘ : i 
As at September 30, 1990 We consider the portfolio to be of very high quality: less than 1/2 of 
1% is ona non-performing basis. The 90 day or over delinquency rate, 60 
including mortgages, at 0.57% at October 31, 1990, while up from 
0.46% a year ago is still at a satisfactory level. 
40 
Real Estate Financing other than Mortgages 
The Bank’s real estate financings (loans and off-balance sheet exposure) oe 
other than mortgages totalled $5.9 billion at October 31, 1990. The 
: > ree atee portfolio is well diversified by type of property, borrower and geo- 
Sot en graphic location. The largest borrower represents only 2% of the total Dee eae 


real estate portfolio. Principal financings include land development, 
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Real Estate Portfolio 
(%) As at October 31, 1990 


Chart 10 
Canada 
(53% of Total) 


® Ontario (59%) 
@ Quebec (11%) 
®@ Prairies (1%) 

® Western (27%) 
® Maritimes (2%) 


Chart 12 

Leveraged Financing 
(%) Mix 

As at October 31, 1990 


® Manufacturing (47%) 

® Retail & Wholesale (32%) 
®@ Transportation (3%) 

® Other (18%) 


industrial and office buildings, shopping centres, apartment buildings, 
residential homes and other mixed-use projects. 

The geographic distribution of the Bank’s Canadian and U.S. real 
estate exposure is shown on Charts 10 and 11. Just over half of the 
Bank’s real estate portfolio is in Canada, with most of the balance 
located in the United States. The remaining exposure is in the United 
Kingdom and is limited to a small number of top tier, diversified 
corporations. — 

In the United States, there has been a deterioration in many market 
areas, particularly in New York City where problem accounts represent 
about 40% of the Bank’s non-performing real estate loans. The Bank 
has no exposure in the New England states. U.S. non-performing real 
estate loans represent 6% of the total real estate portfolio. 

In Canada, the deterioration in the real estate market has not been as 
great as in the United States. However, high interest rates and a lack of 
consumer confidence have resulted in price softening and a sharp 
reduction in sales in the residential market throughout the country. 
Exposure to residential condominiums represents about 7% of the total 
real estate portfolio. The Bank has avoided investor-driven residential 
condominium financing. In the commercial market, while office vacan- 
cies in. major cities are on the rise, the Bank’s portfolio is well | 
diversified throughout the country. Canadian non-performing real 
estate loans represent 2% of the total real estate portfolio. 


Leveraged Financing 

The Bank’s loan diversification policy clearly defines characteristics 
under which a transaction is classified as a leveraged financing. These 
include loans where debt servicing depends on an unusually high 
proportion of future cash flow, asset sales or improved financial 
performance. In addition, the Bank considers a loan to be a leveraged 
financing where a company’s debt exceeds the book value of its equity 
and/or the debt-to-equity ratio is high in relation to the industry. 

The Bank monitors its exposure to leveraged financings on a weekly 
basis. Limits are placed on the exposure in total, on specific industries 
and to individual customers, as well as on the underwriting and 
retention levels. The total portfolio consists entirely of senior debt and 
does not contain equity or subordinated debt. 

The Bank’s exposure by industry is detailed in Table 8. The portfolio 
is almost entirely based in the U.S. and the balances include outstanding 
operating lines of credit and risk protection lines. The portfolio 
represents 48% of the Bank’s common equity. The largest borrower 
represents only 7% of the total leveraged financing portfolio and 12% 


of the portfolio net of reservations is on a non-performing basis. 


Chart 11 
United States 
(42% of Total) 


@ Mid-West (26%) 
© South East (5%) 
@ Texas(9%) 
® Western (31%) 
B Other 9%) 

®@ New York (20%) 


“Table 8 


Leveraged Financing 
Outstandings 
As at October 31 


Table 9 - 


~ LDC Portfolio Summary 
As at October 31 


($ millions) 


Manufacturing 
Transportation Equipment 
Beverage 
Printing and Publishing 
Food , 

Electrical and Electronic Products 
Plastic Products 
Other 

Retail Trade 

Wholesale Trade © 

Transportation 

Potash Mining 

Other 


Exposure to Lesser Developed Countries 


1989 1990 
$ % Mix $  %Mix 
176 99 149 9.0 
148 8.3 101 6.1 
129 732 81 4.9 
67 3.8 22 1.3 
52 2.9 49 2.9 
49 2.8 76 4.6 
212 11.9 300 18.0 
255 14.3 384 23.1 
~198 11.1 146 8.8 
129 7.2 55 3.3 
66 3.7 63 3.8 
300 16.9 236 14.2 
1,781 100.0 1,662 100.0 


The Bank’s exposure to lesser developed countries (LDCs) consists of 


loans, securities and equity investments to 10 of the 43 countries which 


have been designated by the Office of the Superintendent of Financial 


Institutions (OSFI) for special reporting and provisioning. Exposure to 


9 designated countries has been eliminated over the past two years. 


The Bank’s LDC exposure by major country for the past five years is 


shown in Table 9. 


($ millions) 1986 1987 1988 1989 1990 
Mexico 1,922 2,005 2,266 2,107 1,191 
Brazil 1,722 15753; 2, BK6 1,209 995 
Venezuela 587 526 465 485 453 
Argentina 42] 394 390 362 344 
Other 1,276 1,239 750 398 270 
Gross Exposure 5,928 5,739 5,247 4,561 3,253 
Reservations (757) (2,041) - (2,082) © (2,764) (1,782) 
Net Exposure S17) 3,698 3,165 1,797 1,471 
Write-Offs on 

Refinancings = + a - 759 
Provisioning Ratio 12.8 35.6 39.7 60.6 63.3 


Note: For purposes of calculating the provisioning ratio, write-offs on refinancings are added back to 
both gross exposure and reservations as directed by the OSFI. 
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Table: 10 


LDC Exposure 
As at October 31, 1990 


: Chart 13 
Managing the LDC Portfolio. _ During the 1990 fiscal year, the pipastomse a 
Bank reduced gross LDC exposure by $1.3 billion through restructur- Shareholders’ Equity) 
ing agreements, sales and write-downs. These actions also improved ae 
the quality of the portfolio. Satisfactory restructuring agreements were 
negotiated with Mexico, Venezuela and Costa Rica. While allowing the 
debtor countries some interest relief, the restructured debt provides 180 
the Bank with better security and increased reliability of future interest 
receipts through interest guarantees. Net exposure was reduced by 
about $300 million, or 18%, during the year primarily by way of loan 
sales at average prices in excess of prevailing secondary market and also 
book values. The resulting reservation reversals were not taken into 100 
income and the Bank’s transborder provisioning ratio increased from 


61% to 63%: By October 31, 1990, LDC exposure, net of reservations; 


had been reduced to 43% of common shareholders’ equity, down from e 


58% a year ago. 3% 
—e ai 


During 1990, loans to Mexico were restructured whereby virtually a 


Se ee 
all the Bank’s exposure to that country was written down by 35% and 86. 87. 88. 89. 90. 
the balance secured by 30-year U.S. and Canadian government bonds 


providing for full payment of principal at maturity. 


(S millions) 


Collateralized Debt and Equity Investment Funds 
Mexico—refinanced and discounted by 35% in 1990 
—collateralized by 30 year Canada and 
United States zero coupon bonds, 


reported net of collateral value 1,160 
Brazil—equity and equity investment funds 174 
1,334 

Medium and Long-Term Debt 
Brazil : 821 
Venezuela 453 
Argentina : 344 
Other 301 
1,919 
Reservations 1,782 


Overdue/Unaccrued Interest 


Brazil 123 
Argentina 79 
Other 85 

287 


Interest earned on the restructured Mexican debt is at a floating rate 
based on “‘LIBOR”’ (London Inter-Bank Offered Rate) and is guaran- 
teed on a rolling 18 month basis. As a result of the agreement, interest 
revenue from Mexico was about $70 million less in 1990 than in 
1989. 

Brazil continued to be in default on its interest payments through- 
out 1990. However, the Bank received dividends of U.S. $12.5 
million in 1990 and U.S. $7.1 million in 1989 from the debt/equity 


~ conversion fund which was established in 1988. Including these 


dividends, interest receipts from Brazil were about $55 million lower 


in 1990 than in 1989. Ongoing negotiations with Brazil should result in 
restructuring of their debt. 

Negotiations with Venezuela have resulted in an agreement to 
restructure their debt. In order to maximize shareholder value, the 
Bank has elected to convert at par, U.S.$150 million of existing 
Venezuelan debt to bonds paying a market rate of interest. This option 
will require the advancement of U.S.$30 million in new loans. The 
remaining debt will be converted to temporary interest-reduction 
bonds with a rolling 12 month interest guarantee. The actual debt 
conversion is expected to take place in the first quarter of fiscal 1991. 

In April 1990, the Bank assigned U.S. $100 million of Argentine debt 
to a privatization fund for the purpose of investing in Argentine 
companies. In May 1990, loans to Costa Rica were restructured 
resulting in a reduction in exposure and an interest guarantee. 

When the restructuring of loans to Venezuela is completed, it is 
expected that the Bank will have collateral securing 12 to 18 months of 
interest payments on 47% of the total LDC debt portfolio. 


Non-performing Loans 
Non-performing loans are those loans and loan substitution securities 
which have been placed on a non-accrual basis, generally due to 
non-payment of interest or principal for 90 days, or because manage- 
ment believes that the collectibility of principal or interest is in 
significant doubt. Details of the accounting treatment for non-accrual 
loans is provided in note 1 to the financial statements. Non-performing 
loans also include loans which have been renegotiated at a reduced 
interest rate and approximately $130 million in real estate acquired in 
relation to problem loans. Non-performing loans are reported net of 
reservations which comprise specific and general reservations set aside 
to absorb possible losses. 

The Bank’s level of non-performing loans, net of reservations for 


losses, was $923 million at year-end 1990, compared to $785 million at 
the end of fiscal 1989. The year-over-year increase reflects the eco- 


nomic decline in North America. The extent of the increase was 
mitigated by the restructuring of loans to a major account in the mining 
sector which reduced net non-performing loans by approximately 
$100 million. 

The Bank’s credit review policies call for prompt recognition of 
problem accounts, the transfer to specialized management within the 
Bank as early as possible and the establishment of reservations as soon 
as value impairment occurs, This special account management unit 
works closely with borrowers to assist in the improvement of their 
financial condition and thereby improve the potential for restoring the 
loans to performing status. As a result, the Bank has been successful in 
minimizing losses. In addition, a significant number of accounts 
classified as non-performing require no reservations as the ultimate 
collectibility of principal is not in doubt. An indicator of the continuing 
effectiveness of the credit review process is the high yield which the 
Bank achieves on non-performing loans. In 1990, the yield (represent- 


The decline in North 


American economies ‘has 
resulted in an increase in 
non-performing loans for 
the banking industry gen- 
erally. The Bank experi- 
enced a smaller rate of 
increase than most Cana- 


dian banks. 
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Table 1] 
Non-Performing Loans 


Table 12 
Provision For Credit 
Losses 


ing cash receipts less interest reversals) on average net non-performing 
loans was 13.1%. This is down from 20.5% reported in 1989, primarily 


as a result of the significant decline in revenues from Brazil referred to 


on page 25. 
($ millions) 1986 1987 1988 1989 1990 
Non-Performing Loans 
At October 31 
LDC~—gross 860 2,182 1,651 1,996 1,817 
—reservations (757) . (2,041) (2,082) (2,764) (1,782) 
Net LDC 103 141 - - 35 
Other—gross— consumer 15 14 15 15 23 
—mortgages 80 58 795 73 76 
—other 2,666 1,842 1,622 1,183 1,346 
—reservations—specific (869) (651) (571) (446) (497) 
—general = - ~ (40) (60) 
Net Non-LDC 1,892 1,263 1,161 785 888 
Total Non-Performing Loans 1,995 1,404 1,161 785 923 


Interest. income on 
non-performing loans 120 112 34] 181 104 


Yield on average , 
non-performing loans 7.6 5:9 20.1 20.5 13.1 


Provision For Credit Losses 

The Bank regularly reviews its portfolio of loans and other on- and 
off-balance sheet exposures to establish the estimated realizable princi- 
pal value, taking into account the industry, business conditions, and 
payment record of specific borrowers. Asa result of these reviews, 
provisions are established to offset any estimated impairment of 
principal. 

In 1990, the Bank’s provision for credit losses was $169 million 
compared to $1,181 million in 1989. The 1989 provision included 
$1 billion pertaining to the LDC portfolio. In 1990, no further 
provisions on the LDC portfolio were required. 


(S millions) 1986 1987 1988 1989 1990 
Bank of Montreal (Parent) 
LDC 129 1,233 238 94) (21) 
Retail 39 38 35 36 45 
Other 379 (31) 53 72 72 
547 1,240 326 1,049 96 
Harris 
LDC - 66 - 59 - 
Other 56 66 60 70 70 
56 132 60 129 70 
BAMI 2 2 4 3 3 
Summary 
LDC 129 1,299 238 1,000 (21) 
Other 476 75 T5257 S81 190 


Total 605 1,374 390 1,181 169 


Over time, provisions may prove to be too high or too low as the 
financial condition of borrowers change and the estimated realizable 
principal value increases or decreases. As a result, adjustments are 
made on a regular basis to previously established provisions. There- 
fore, the quality of a bank’s loan portfolio and the effectiveness of its 
management of credit risk can be best determined by considering the 
longer term pattern of loan losses rather than the provision recorded in 
any particular year. 

The $169 million charged against income in 1990 included a reversal 
of reservations of approximately $90 million as a result of the restruc- 
turing of loans to a major account in the mining industry. Despite the 
general decline in economic conditions, high interest rates, and prob- 
lems in the real estate industry, the Bank has been successful in 
minimizing losses. 

During 1990, the Bank reduced its net LDC exposure primarily by 
way of loan sales at average prices in excess of book values. As a result, 
the Bank was able to reallocate $20 million of LDC reservations to 
general reservations for possible additional losses, currently not 
specifically identified. 

The non-LDC provision for credit losses is shown in Chart 14, asa 
percentage of average loans on a year by year basis. The average over 
the five year period is also shown. The Bank’s ratio of provision for 
credit losses to average loans was 0.31% in 1990. After adjusting for 
the reallocation of LDC reservations in 1990, the ratio was 0.35%. 


J 


The ratio for 1990 and the average over the five year period were below 


the average of the six largest Canadian banks reflecting the Bank’s 


effective credit control process. 


Strong Capital Base Provides A Solid Foundation 


The Bank’s capital base provides the foundation for lending, off-bal- 
ance sheet transactions and other activities. Capital adequacy is mea- 
sured based on the Office of the Superintendent of Financial Institu- 
tions’ interpretation of the Bank for International Settlements (BIS) 
guidelines. Under these guidelines, banks are required to maintain a 
minimum level of capital based on their. risk-adjusted assets. The Bank 
well exceeds these minimum levels and expects to continue to do so. 

The standards require progressively higher levels of capital. In 1990, 
the Bank was required to maintain capital equal to 7.25% of risk- 
adjusted assets. By 1992, the Bank will be required to maintain core 
capital (Tier 1) of at least 4% and supplementary capital (Tier 2) 
sufficient to bring total capital to 8%. 

Tier 1 capital consists of common shareholders’ equity, non-cumula- 
tive long-term preferred shares and minority interest, less goodwill. 
For Canadian purposes, Tier 2 capital consists of cumulative long-term 
preferred shares and subordinated debt less investments in associated 
corporations (20% —50% owned) and does not include revaluation 


reserves or general reservations on loans. 


0.8 


0.6 
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Chart 14 
Provision for 
Credit Losses 


Non-LDC Losses 
Asa % of Average Loans 


A @ 0.35 


0.2 


PSL ROO Te RL 
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@ Reported 
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The Bank's credit control 


and portfolio manage- 
ment processes keep 
loan losses low and rela- 


tively stable. 
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Table 13 
Capital Funds 


As shown in Table 13, the Bank’s capital ratio at 8.3% is well in 
excess of the 1990 requirement and already exceeds the 8% required 
by 1992. The capital at year-end would support over $2 billion in 
additional risk-adjusted assets and still meet the total capital ratio of 
8% required by 1992. 

The Canadian application of the BIS guidelines is generally more 
rigorous than that of other countries. For example, under the rules 
applicable in the United States in 1990, the Bank’s capital ratio would 
be 9.8%. ; 


(S millions) 1989 1990 


Tier 1 j 
Common shareholders’ equity 3,097 3,451 
Non-cumulative preferred shares 200 200 
Minority interests 43 41 
Less:Goodwill (1) = (61) 
Total Tier 1 Capital 3,340 3,631 
Tier 2 
Cumulative preferred shares 275 275 
Subordinated debt 1,429 1,565 
Total Tier 2.Capital 1,704 1,840 
Total Capital 5,044 5,471 
Risk-Adjusted Assets 63,105 65,959 


Risk-Adjusted Capital Ratios (%) 


Tier 1 5.3 

Total 8.0 
Regulatory Required Capital Ratio (%) 

Tier 1 3.625 


Total 7.25 


(1)Under the transitional guidelines, 1/3 of goodwill is deducted in 1990, 2/3 in 19911 and the full 
amount in 1992. 


The Bank’s Tier 1 ratio improved from 5.3% in 1989 to 5.5% in 1990 
mainly due to internally generated capital and common shares pur- 
chased through the dividend reinvestment and share purchase plan. 
The Tier 2 ratio remained virtually unchanged. The redemption in 
December 1989 of all of the Class A Preferred Shares Series 2 amount- 
ing to $175 million was offset by an issue of $150 million in subordi- 
nated debentures in August 1990. 

The Bank’s on- and off-balance sheet position at October 31, 1990 is 
shown in Table 14. As prescribed by the BIS guidelines, the risk-adjusted 
balance is calculated based on applying a risk-weighting ranging from 
0% to 100%, (depending upon the deemed credit risk of the counter- 
party) to the amount of balance sheet assets and to the credit risk 
equivalent of off-balance sheet items. 


Current capital ratios 


exceed regulatory 
requirements established 
for 1992. 


“i Table 14 

| Risk-adjusted Assets 
And Off-balance 
Sheet Items 


Risk- Risk- 
Credit Risk Weighting Adjusted 
(S$ millions) Balance Equivalent % Balance 
Balance Sheet Items 
Cash Resources $2,502:—: 0-20 2,233 
Securities 12,238 0-100 2,998 
Mortgages 15,505 0-100 6,874 
Other Loans 39,601- 0-100 34,552 
Other Assets 7,524 0-100 7,282 
87,370 53,939 
Off-Balance Sheet Items 
Letters of Credit and 

Guarantees 4,048 3,250 20-100 3,017 
Commitments 39,748 7,460 0-100 7,210 
Foreign Exchange ‘ 

Rate Contracts 138,349 4,675 0-50 1,209 
Interest Rate Contracts 40,393 375 0-50 106 
Other 1,234 871 0-100 478 

9937725 4688 12,020 
Total 311,142 65,959 


Off-balance Sheet Activities 

The Bank offers a variety of off-balance sheet products to its customers 
to meet their needs for foreign exchange and interest rate protection 
and for obtaining alternative sources of financing. These products 
generate trading and fee income. The Bank also uses these products to 
manage its own interest rate risk. 

Table 14 shows a breakdown of the Bank’s major off-balance sheet 
items. Off-balance sheet activities are subject to the same credit stan- 
dards that are applied to the extension of loans. 

Guarantees and Letters of Credit are mainly conditional commit- 
ments made by the Bank on behalf of customers in favour of third 
parties. 

Commitments are. credit instruments which allow customers access 
to funds as required. 

Foreign exchange rate contracts allow customers guaranteed 
exchange rates for future dates for quantities of currency and thereby 
protect the customers from adverse changes in exchange rates. 

Interest rate contracts allow customers to modify or reduce their 
exposure to changes in interest rates. Customers may enter into forward 
rate agreements, interest rate options, or swaps, which allow them to 
exchange fixed rate instruments for floating rate instruments and vice 


versa. 


_ Substantial Liquidity Provides Flexibility 


The Bank, as a matter of policy, maintains a high level of liquidity. In 
general, liquidity is generated through growth in core deposits. As a 
result of our level of deposits and loans in Canada, we have more 
liquidity than required by policy and more than other large Canadian 
banks. 
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Table 15 
Liquidity 
As at October 31 


Liquidity management is critical to the stability of the Bank. The 
purpose of liquidity management is to ensure there is sufficient cash 
flow to meet all the Bank’s financial commitments and provide the 
flexibility to capitalize on opportunities for expansion. The Bank’s 
liquidity makes it possible to meet deposit withdrawals on demand or 
at contractual maturity, to repay borrowings as they mature, and to 
have available funds for lending or investment as the opportunities 
arise. 

It is the policy of the Bank to maintain a significant proportion of its 
assets in liquid form in both Canadian and U.S. dollars. These assets 
comprise : cash resources; deposits with major international banks; 
liquid securities including Government of Canada Treasury Bills; and 
day, call and short loans consisting largely of secured overnight 
advances to securities dealers. 

At October 31, 1990, liquid assets were 27.1% of total assets. Thisis _ 
a higher level of liquidity than is necessary. Liquid assets have little or 
no credit risk and consequently generally earn a lower rate of interest 
than loans. Therefore, when liquidity is higher than necessary, the Bank 
is not maximizing its earnings potential. However, if liquidity is too 
low, the Bank would subject itself to undue risk that it might not be able 
to meet its financial commitments. The Bank intends to lower the level 
of liquidity toa more optimum level, as conditions allow, and therefore 


enhance earnings while at the same time ensuring there is adequate 


liquidity. 

(S billions) 1986 1987 1988 1989 1990 
Cash Resources 2:2 2.6 2.0 2.0 1.7 
Deposits with Other Banks 12,3 11.0 8.2 6.6 10.8 
Liquid Securities 9.2 10.3 9.6 9.6 10.7 
Day, Call and Short Loans 1.1 1.1 0.5 0.3 0.5 
Total 24.8 25.0 20.3 18.5 23.7 


Asa % of Total Assets 28.4 29:7, 25.7 23.4 27.1 


A better measure of liquidity involves a comparison of liquid assets to 
the requirements for liquidity, such as potential deposit withdrawals, 
repayment of borrowings and meeting commitments for loans not yet 
drawn down. On this basis, our liquid asset position at October 31, 1990 
could immediately meet over 30% of estimated potential requirements. 
This was the strongest position among the six largest Canadian banks. 


Table 16 
_ Deposits 


Chait 15 
Canadian Dollar 
_ Deposits 
Asa % of Total Deposits 


86.87 88 89 90 


& Individuals 
-& Other 


Deposits es 

Our solid liquidity position is enhanced by a well developed deposit 
base which is stronger than our lending base. Total deposits of $73.3 
billion at October 31, 1990 were 11% higher than last year. Canadian 
dollar deposits have increased steadily throughout the past five years 
and are now Over 58% of the total, compared to about 45% in 1986. 
Canadian dollar deposits, particularly those from individuals, which 
have shown the greatest growth, are of considerable importance to the 
Bank because of the stability they provide. The Bank has no depen- 
dence on wholesale funding in Canadian dollars. 


(§ billions) 1986 1987 1988 1989 1990 


Canadian Currency Deposits 


By Governments 0.4 H32 0.6 
By. Banks 1.0 1.3 1.3 
By Individuals 24.7 25.8 Divs 
Other 73 7.6 7.6 
Total 33.4 35.9 36.8 Canadian dollar deposits 


provide a stable funding 
Foreign Currency Deposits 


By Banks 17-6 15.5 10.7 9.3 12.3 base. The Bank is not 
By Individuals 4.1 4.3 4.3 4.4 4.8 - dependent on wholesale 
Other 19.8 16.4 14.6 12.8 13.7 funding for its Canadian 
Total 41.5 36.2 29.6 26.5 30.8 dollar assets. 

Total Deposits 74.9 72.1 66.4 65.9 73.3 


The mix and term of deposits also affects the Bank’s net interest spread. 
The Bank’s deposit mix and cost is provided in the Yield, Cost and Mix 
table on page 46. The interest rate sensitivity table on page 26 shows 
the composition of deposits by term which governs the timing for 


application of changes in interest rates. 
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Annual Share Price Performance and Dividend Yield— Better Than Most 


Table 17 
Return on Investment in 
Bank of Montreal 


Government Levies 


Table 18 
Income Taxes 


The return from an investment in shares consists of the total of 
dividends earned and the capital gain or loss on the shares over a 
specific period. Over the past two years, using November 1, 1988 asa 
starting point, the return on investment on the Bank’s common shares 
was 9.5%, ; : 

During the year ended October 31, 1990, the return on investment 
was generally negative for all stocks as the Toronto Stock Exchange 
(TSE) 300 Index fell by over 21%. The index of all bank stocks 
experienced an even steeper decline, perhaps due to concerns over 
the problems experienced by the U.S. financial industry and the 
deterioration in the North American economy. 


Total 
2-Year 
1989 1990 Period 
Opening price—start of fiscal year—$ 28.50 34.00 
Closing price—end of fiscal year—$ 34.00 27.00 
Capital gain or (loss)—$ 5.50 (7.00) (1.50) 
Return on investment— % of Opening price 
Capital gain or (loss) 19.3 (5.3) 
Dividend yield 7.4 6 Vy ae 14.8 
Total—% 26.7 (14,4) 


Bank of Montreal outperformed both the TSE 300 and the bank index 
in 1990 and over the two year period beginning November 1, 1988. 
The market’s relative confidence in the Bank’s shares reflected the 
strength of our prudential measures and the superior yield provided 
by our dividend. 


Income Taxes 

In 1990, the Bank’s provision for income taxes was $435 million or 
45.3% of income before taxes. This rate is higher than the statutory 
marginal rate of 41.7% applicable in 1990 largely because the effective 
tax rate for BAMI, the Bank’s Brazilian subsidiary, after giving effect to 
the foreign currency translation loss, is 83.7%. As shown in Table 18, 
excluding this foreign currency translation loss, the tax rate was 
40.6%. This rate is somewhat lower than the statutory rate primarily 
because of lower average income tax rates applicable to the income 
earned outside Canada by certain foreign operations, such as Harris, 
which reduce the aggregate tax rate of the Bank. 


(S millions) 1986 1987 1988 1989 1990 
Income before taxes 359 840 880 2 960 
Add back foreign currency translation 

loss reported net of tax ] 27 53 90 111 
Adjusted income before taxes 360 867 933 92 1,071 
Provision for income taxes 45 313 374 36 435 
Adjusted effective tax rate (%) 12.5 36.1 40.1 39.1 40.6 
Statutory tax rate (%) 49.6 48.9 46.0 41.6 41.7 


Chart 16 
Dividend Yield (%) 


On Share Price 
At Beginning of Fiscal Year 
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Chart 17 
Capital Gain (Loss) 


As % of Share Price 
At Beginning of Fiscal Year 
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~ Table 19 
Other Government 
Levies 


Other Government Levies 
In addition to income taxes, the Bank also incurs other government 
levies. 

In 1990, the amount of capital taxes levied upon the Bank was $74 
million, an increase of 35% over 1989. The introduction of a capital 
tax in Alberta and higher rates in other provinces were responsible for 
the increase. Federal capital taxes are accounted for as a reduction of 
federal taxes otherwise payable whereas provincial capital taxes are 
accounted for as other non-interest expense. 

In addition to direct taxes on income and capital; Canadian chartered 
banks and trust companies are required to pay deposit insurance 
premiums. The amount paid by the Bank for 1990 was $30 million. 
Table 19 details some of the other government levies paid by the Bank. 


($ millions) 1989 1990 


Capital taxes 
Federal 93 
Provincial 32 
Property taxes 34 


Business taxes 20 Capital, property and 


Canada deposit insurance 28 other business taxes rose 


by $23 million of more 
than 20% over 1989. 
Furthermore, Canadian chartered banks, unlike trust companies and 


other financial institutions, are subject to regulatory reserve require- 
ments. In Canadian dollars, the Bank maintained an average of 
$1.0 billion in non-interest bearing primary reserves, and an average of 
$1.1 billion in secondary reserves. Both of these reserves are required 
by the Bank Act of Canada. In addition, regulatory reserves in the 
United States averaged approximately U.S. $196 million. Maintenance 
of these balances represents a real cost to the Bank, as the funds either 
earn a low rate of interest or do not earn any interest. Although some 
portion of these reserves are necessary for day-to-day transactions, the 
overall cost, in foregone interest revenue, exceeds $100 million 
annually. These reserves form part of the Bank’s liquidity. Under 
legislative proposals announced in September 1990, the Government 
of Canada is considering removal of the requirement to hold non-inter- 
est bearing deposits with the Bank of Canada. 

The implementation of the Goods and Services Tax (GST) in Canada 


and the elimination of the Federal Manufacturers Sales Tax will result in 


increased expense. The Bank, like other organizations, will pay this tax GST is expected to 


on our purchases of goods and services. Unlike other organizations, increase bank expenses by 


however, most bank services are not subject to GST and most of the $20-$30 million annually. 


GST cost which the Bank will pay will not be recoverable. As a result, 
the Bank estimates its expenses will increase by $20 to $30 million 
annually. In addition, the Bank has invested approximately $3 million 
in 1990 in necessary systems and other changes required to implement 
the GST. It is expected that a further $2 to $3 million will be expensed 
in 1991 in this regard. 
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The Last 10 Years 


(S. millions) 1990 1989*» 1988* ° 1987*  1986*. 1985* § 1984* — 1983*. 1982* - 1981+ 
Balance Sheet Data 
At October 31 
Assets * 
Cash Resources 12,502 8,581 10,170 13,540 14,514 12,736 13,276 8,317 7,539 9,961 
Securities 12,238 9,761 9,946 11,049 10,525 10,525 8,835 8,444 5,420 5,199 
Loans 55,106 54,303 51,986 52,595 54,471 51,966 47,929 41,546 44,082 43,759 
Acceptances 3,508 2,778 3,584 3,287 4,633 4,228 3,612 3,065 3,050 1,629 
Other Assets 4,016: 3;498: 23/2235. 3)757-> 33037. 2;,965\" 2,839 'J,,822: <1;936:4-1,826 
Total Assets 87,370 78,921 78,909 84,228° 87,180 82,420 76,491 63,194 62,027 62,374 
Liabilities, 

Share Capital 

and 

Retained Earnings 
Deposits 73,321 65,923 66,370 72,084 74,876 71,388 66,671 55,320 53,875 55,774 
Other Liabilities 8,650 7,922. 7,448 7,422 7,196 6,480 5,809 4,758 5,110 3,917 
Subordinated Debt 1,473 1,329. .1,307.;° 1,259 1,463. 1,100. 1,065 728 726 654 
Share Capital 

— Preferred 475 650 450 450 650 650 650 375 375 200 

—Common 2,276- -2,162. 2,048 = c1,931= <1,253° 2-130 949 821 745 589 
Retained Earnings 1,175 935 --<3,286°S:1;,082 <2 1, 742-2 1,672: 15347. 21492: 1, 196-1 240 

87,370 78,921 78,909 84,228 87,180 82,420 76,491 63,194 62,027 62,374 

Average Balances 
Loans 53,742 53,110 52,538 53,396 54,769 50,022 43,200 42,982 44,827 35,546 
Assets 82,452 78,878 79,312 84,584 86,761. 79,464 66,715 63,672 62,841 56,104 
Income Statement Data 
Net Interest Income 

(TEB) 2362) 25557 =: 2,57- Fos 22182274 21440 7535. 736521090" ~ 15580 
Other Operating 

Income 1,202 1,119 1,135 918 819 682 499 411 35] 293 
Foreign Currency 

Translation Gain 

(Loss) (111). (90) (53). > (27) (1) 2 5 a a = 
Total Revenue 3,653. 3/586 ~=3/653 <3, 109 .-.37092:: 2 2,824 «=2,257 52,147 © 1,941 °1,873 
Provision for 

Credit Losses 169 1,181 390 75 605 330 365 550 550 268 
Non-Interest Expense 2,454 2,330..2,297. 2,055 1,935 1,788 1,384 1,249 1,163 1,005 
Provision for Income 

Taxes (TEB) 505 109 460 452 238 309 211 159 83 278 
Minority Interests 3 5 6 4 4 4 4 4 4 4 
Net Income Before 

Special Provision 522 (39) 500 523 310 393 293 185 14] 318 
Special Provision Net of 

Income Taxes - _ = 765 ow pes = aE. oa te 
Net Income/(Loss) 522 (39) 500 (242) 310 393 293 185 141 318 


*Restated to conform with 1990 presentation 


1990 1989*  1988* 


Common Share Information 


Common Shares 


1987* ~ 1986* : 1985*:. °-1984* <1983*- -.1982** 1981+ 


Outstanding (000’s) 114,995 110,760 106,762 102,091 81,265 77,426 70,498 65,383 62,553 56,299 


Earnings per share ($) 4.20 (0.79) 4.38 
Dividends Per 


Common Share ($) 2.12 Pele 2.00 
Market Price : 
Per Common Share ($) 


—High 34.375. 35.250 29.750 

—Low 24.500 26.625 24.625 

—Close 27.000 34.000 28.500 
Book Value 


Per Common Share ($) 30.01 = 27.96 31.23 
Financial:Measures 


Return on Investment 
—Dividend Yield (1) 6.2 7.4 Th) 
—Capital Gain/(Loss) (2) (20.6) 19.3 7.0 


(S249) SCP BON ¢ 4.460. 3052 235: 1 be Stree oi | 
2.00 W961 96296 19678196 1.80 
39.250. 35.250 31.500 28.375 33.625 27.375 34.750 
25.500 27.250 23.250 21.375 23.500 16.750 22.625 
26.625 34.125 30.750 23.625 27.125 24.000. 24.875 


29:5 kk 36:85: = 36219> 32.96. 30:28 5-31.03: (32.49 


LM Saaeey SY Renee: he acy fy Aaciatle Wy a prey Open’ 
(22,0) 19.0.2980.2 © 142.9) 13.0 435), 417.1) 


(14.4) 26.7 14.6 


(16.132 217.9 > BBS IS WB A APT A) 


Ce eee Sees Sy Seas | UC eae oe 2h ew ely A 
O55). 95 DS SVS AOS ee Bs 277 
B97 38:91 199.9 908 a ST I8.8 


Return on : 

Common Equity 14.6 (2.5) 14.7 
Growth in Revenues 1.9 (28) 7S 
Growth in Expenses 5.3 1.4 11.8 
Differential (3.5) (3.3) 5.7 
Productivity 

(Expenses to Total Revenue) 67.2 65.0 62.9 
Capital Base 


Risk-adjusted 
_ Capital Ratios 


—Tier 1 5.51 B29) 1G 
—Tier 2 2.78 2.70: 2:42 
—Total 8.29 7.99 7.58 
Equity to Assets 4.49 475 4.80 
Asset Quality 


Provision for 
Credit Losses 


(SDV RB SAS BT. 2s UIA) 8.9 


66.1 62.629 2633, 51, OF 9 OO. 22s DIF ic ZS, 


nla n/a n/a n/a n/a n/a n/a 
nla nla n/a nla n/a nla nla 
n/a n/a n/a n/a n/a nla nla 


To Average Loans 0.31 2.22. 0.74 
Other 
Number of Employees 33,580 33,666 34,115 
Number of Branches 1,242 1,230 1,226 


34,482 32,988 33,281 33,598 29,125 29,866 30,488 
422025-],220* § 4,220. = 1222621218: 4,259 2.1322 


a TAS EE TE LO es Ee Ae i as Ce OL an DOS Se es 


*Restated to conform with 1990 presentation 


(1) Dividends per common share divided by prior year closing common share price 
(2) Change in common share price during the year as a percentage of prior year closing common share price 
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Yield, Cost & Mix of Assets and Liabilities 


(S millions) 1989 1990 
Average Average Average Average 
Balances Rate Mix Balances Rate Mix 
Assets 5 
Deposits with Other Banks 7,126 11.12 9.0 7,561 13.07 9.2 
Securities 10,039 12.52 12.7 12,197 12.28 14.8 
Loans 
Canadian Currency 
—Mortgages 11,456 10.95 14.5 13,572 11.41 16.5 
—Individuals 8,482 13.00 10.8 9,347 14.03 11.3 
— Other Loans 11,723 13.06 14.9 12,002 14.15 14.5 
31,661 12.28 40.2 34,921 13.06 42.3 
Foreign Currency 21,022 17.55 26.6 19,049. 13.21 23.17 
Total Loans 52,683 14.38 66.8 53,970 13.11 65.4 
Total Earning Assets 69,848 13.78 88.5 73,728 12.97 89.4 
Other Assets 9,030 11.5 8,724 10.6 
Total Assets 78,878 12.20 100.0 82,452 11.60 100.0 
Liabilities 
Deposits 
Canadian Currency 
—Demand 3,297 1.81 4.2 2,951 2.69 3.6 
—Notice 20,606 8.23 26.1 22,860 9.21 27.7 
=Term 13,620 9.16 17.3 15,623 10.50 19.0 
37,523 8.00 47.6 41,434 9.23 50.3 
Foreign Currency 27,859 13.52 35.3 27,997 10.26 33.9 
Total Deposits 65,382 10.35 82.9 69,431 9.65 84.2 
Subordinated Debt and 
Other Interest-bearing Liabilities 2,283 13.10 29 2,167 13.94 2.6 
Total Interest-bearing Liabilities 67,665 10.45 85.8 71,598 9.78 86.8 
Other Liabilities 5 7,298 - 2 6,969 8.5 
Shareholders’ Equity 3,915 - 5.0 3,885 4.7 
Total Liabilities and 
Shareholders’ Equity 78,878 8.96 100.0 82,452 8.49 100.0 
Net interest spread 3.24 3.11 


For discussion and analysis of spread refer to Net Interest Income & Spread on page 25. 
Note: Foreign Currency average rates are high due to the effects of the Bank's Brazilian subsidiary. The highly inflationary environment in 
Brazil has resulted in high interest rates: 
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As at October 31 (Sin thousands) 
Assets 


Cash Resources 

Cash and deposits with Bank of Canada 
Deposits-with other banks 

Cheques and other items in transit, net 


Securities Issued or Guaranteed by (note 3) 
Government of Canada 

Provinces and municipal or school corporations 
Other 


Loans (net of allowance for credit losses of $2,334,129; 
1989-—$3,242,440) (notes 4 &5) 

Day, call and short loans to investment dealers and 
brokers, secured 

Banks 

Mortgages 

Other 


Other 

Customers’ liability under acceptances 
Land, buildings and equipment (note 6) 
Other assets (note 7) 


Total Assets 


*Refer to notes | &2 


1990 1989 

$ 1,205,465 $ 1,304,986 
10,813,825 6,586,011 
482,791 689,932 
12,502,081 8,580,929 
4,119,477 3,917,222 
761,241 472,153 
7,357,333 5,371,518 
12,238,051 9,760,893 
464,286 302,079 
1,203,908 1,951,471 
15,504,616 13,156,384 
37,932,968 38,892,791 
55,105,778 54,302,725 
3,507,665 2,778,238 
1,329,807 1,296,720 
2,686,562 2,201,316 
7,524,034 6,276,274 
$87,369,944 $78,920,821 


1990 1989 
Liabilities, Share Capital and Retained Earnings 
Deposits (note 9) 
Payable on demand $ 6,967,449 $ 7,285,832 
Payable after notice 25,998,221 24,652,239 
Payable on a fixed date 40,355,797 33,985,162 
73,321,467 65,923,233 
Other 
Acceptances 3,507,665 2,778,238 
Liabilities of subsidiaries, other than deposits (note 10) 688,914 1,012,673 
Other liabilities (note 11) 4,412,259 4,087,739 
Minority interests 41,205 42,556 
8,650,043 7,921,206 
Subordinated Debt (note 12) 
Bank debentures 1,297,529 1,153,343 
Other subordinated debt 175,005 176,025 
1,472,534 1,329,368 
Share Capital and Retained Earnings 
Shareholders’ equity 
Share capital (note 13) 
Preferred shares 475,000 650,000 
Common shares 2,275,789 2,162,288 
Retained earnings 1,175,111 934,726 
3,925,900 3,747,014 
Total Liabilities, Share Capital and Retained Earnings $87,369,944 $78,920,821 


Mies evi 


Matthew W. Barrett F. Anthony Comper 


Chairman and President and 


Chief Executive Officer Chief Operating Officer 
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Bank of Montreal 
Consolidated Statement of Income 


Forthe Year Ended October 3] 
(Sinthousands except per share amounts) 


Interest, Dividend and Fee Income 
Loans 

Lease financing 

Securities 

Deposits with banks 


Interest Expense 

Deposits 

Subordinated debt 

Liabilities other than deposits 


Net Interest Income 
Provision for credit losses 


Net Interest Income After Provision for Credit Losses 

Other operating income 

Foreign currency translation loss arising from foreign 
operation in highly inflationary economy (note 2) 


Net Interest and Other Income 


Non-Interest Expense 
Salaries 

Pension and other staff benefits 
Premises and equipment 

Other expenses 


Income Before Provision for Income Taxes 


Provision for income taxes (note 14) 


Income (Loss) Before Minority Interests 


Minority interests 
Net Income (Loss) 
Net income (loss) per common share (note 15) 


*Restated to conform with 1990 presentation (note 2) 


1990 1989* 
$6,965,041 $7,452,275 
97,410 110,540 
1,439,976 1,198,226 
988,077 792,239 
9,490,504 9,553,280 
6,697,538 6,769,829 
130,772 134,431 
171,240 164,661 
6,999,550 7,068,921 
2,490,954 2,484,359 
168,744 1,181,511 
2,322,210 1,302,848 
1,201,938 1,119,206 
(111,065) (89,727) 
3,413,083 2,332,327 
1,234,587 1,163,311 
156,969 127,325 
489,441 462,319 
572,538 577,494 
2,453,535 2,330,449 
959,548 1,878 
434,525 36,085 
525,023 (34,207) 
2,658 4,386 

$ 522,365 § (38,593) 
$ 4.20 $ (0.79) 


Bank of Montreal 
a Consolidated Statement of Changes in Shareholders’ Equity 


. For the Year Ended October 31 (S$ inthousands) 1990 1989* 
Class A Preferred Shares (note 13) 
Balance at beginning of year $ 650,000 $. 450,000 
Redemption of 7,000,000 Preferred Shares —Series 2 (175,000) - 
Proceeds of the sale of 8,000,000 
Preferred Shares —Series 4 - 200,000 
Balance at end of year 475,000 650,000 
Common Shares (note 13) 
Balance at beginning of year 2,162,288 2,047,779 
Shareholder Dividend Reinvestment and 
Share Purchase Plan 113,501 114,509 
Balance at end of year 2,275,789 2,162,288 
Retained Earnings ; : 
Balance at beginning of year 934,726 1,286,228 
Net income (loss) 522,365 (38,593) 
Dividends —Common shares : (240,406) (231,945) 
—Preferred shares (48,125) (47,222) 
Unrealized gain (loss) on translation of net investment in foreign 
operations, net of hedging activities and applicable income tax 10,069 (29,949) 
Premium on redemption of Preferred Shares—Series 2 (3,500) _ 
Share issue expense, net of applicable income tax (18) (3,793) 
Balance at end of year 1,175,111 934,726 
Total Shareholders’ Equity $3,925,900 $3,747,014 


*Restated to conform with 1990 presentation (note 2) 


Consolidated Statement of Changes in Financial Position 
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Bank of Montreal 


For the Year Ended October 31 {$ in thousands) 1990 1989 
Funds Provided From: 
Operations 
Net income (loss) $ . 522,365 $ (38,593) 
Dividends (288,531) (279,167) 
Other changes to retained earnings 6,551 (33,742) 
240,385 (351,502) 
Capital 
Subordinated debt 143,166 22,439 
Preferred shares (175,000) 200,000 
Common shares 113,501 114,509 
81,667 336,948 
Banking é 
Deposits 7,398,234 (446,954) 
Other liabilities (590) 1,279,428 
7,397,644 832,474 
Net Funds Provided 7,719,696 817,920 
Funds Invested In: 
Securities 2,477,158 (184,938) 
Loans 803,053 2,316,993 
Land, buildings and equipment 33,087 (2,779) 
Other assets 485,246 278,208 
Net Funds Invested 3,798,544 2,407,484 
Increase (Decrease) in Cash Resources 3,921,152 (1,589,564) 
Cash Resources, Beginning of Year 8,580,929 10,170,493 
Cash Resources, End of Year $12,502,081 $ 8,580,929 


Bank of Montreal 
Notes to Consolidated Financial Statements 


1 Significant Accounting Policies and Practices 

The accounting policies and financial statement formats of Canadian banks are prescribed by 
the Bank Act and the regulations of the Superintendent of Financial Institutions. The 
accounting policies followed by Bank of Montreal conform in all material respects with 
accounting principles generally accepted in Canada, except for the translation of foreign 
currencies. 

Certain comparative data has been restated to conform with the 1990 presentation. 

The significant accounting policies followed by the Bank are described below. 


Basis of Consolidation 
These consolidated financial statements include the Bank and all its subsidiary corporations. 
The purchase method is used to account for all acquisitions. The difference between the 
cost of the investment and the fair value of the net assets acquired is deferred and-amortized 
over a period not exceeding 25 years. The unamortized balance is recorded in other assets as 
goodwill and other valuation intangibles. 

Investments in associated corporations, being those in which the Bank owns 20% to 50% 
of voting shares, are accounted for by the equity method, whereby the income of such 


corporations is recognized based on the Bank’s proportionate share of the earnings. 


Translation of Foreign Currencies 
(a) Other than for Operations in Highly Inflationary Economies 

Assets and liabilities denominated in foreign currencies are translated into Canadian 
dollars at year-end exchange rates. Revenues and expenses are translated at the average 
exchange rates prevailing during the year. 

Realized and unrealized gains and losses on foreign currency assets and liabilities, other 
than those relating to net investments in foreign operations, are recorded in other operating 
income. 

Unrealized foreign currency translation gains and losses on investments in foreign 
branches, subsidiaries and associated corporations are recorded in retained earnings, net of 
the after tax effect of any offsetting gains and losses on liabilities and foreign exchange 
contracts used to hedge the investments. Such gains and losses are recorded in income only 


when realized. 


(b) Operations in Highly Inflationary Economies 
For foreign operations in highly inflationary economies monetary assets and liabilities are 
translated into Canadian dollars at year-end exchange rates. Non-monetary assets and 
liabilities are translated into Canadian dollars at rates in effect at the respective transaction 
dates, Revenues and expenses are translated at the average exchange rates prevailing during 
the year. 
Realized and unrealized gains and losses on translation are separately recorded in the 


Consolidated Statement of Income. Refer to Note 2 ‘“‘Change in Accounting Policy”’. 
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Securities 

Investment account securities are securities purchased where the Bank’s original intention is 
to hold the securities to maturity or until market conditions render alternative investments 
more attractive. Equity securities are carried at cost and debt securities at amortized cost. 
Gains and losses on disposal of these securities are recorded in income from securities when 
realized. Any permanent impairment in the value of investment account securities is 
recorded as a charge to income from securities in the year in which it occurs. 

Trading account securities are those securities purchased for resale over a short period of ~ 
time. Such securities are carried at market value. Adjustments to market value and gains and 
losses on sale of trading securities are recorded in income from securities in the period in 
which they occur. Obligations related to securities sold but not yet purchased are recorded 
in other liabilities. 

Debt of designated countries are securities received as the result of debt restructurings 
with countries identified by the Superintendent of Financial Institutions as having difficulty 
in servicing their external debt to commercial banks. Such securities are accorded the 
accounting treatment applicable to loans. 

Loan substitute securities are customer financings structured as after-tax investments to 
provide the borrower with an interest rate advantage over what would otherwise be 
applicable on a conventional loan. Such securities are accorded the accounting treatment 


applicable to loans. 


Loans 
Loans are stated net of any unearned income, unamortized discounts and allowance for 
credit losses. 

Fees received in connection with loan origination activities, including loan restructurings 
and renegotiations, are deferred and amortized to interest income over the expected term of 
the loan. Loan commitment fees are deferred and amortized to other income over the term 
of the commitment. Loan syndication fees are recorded in other income on completion of 
the syndication arrangement. Deferred loan fees are recorded in other liabilities. 


Interest income is recorded on an accrual basis except on loans classified as non-accrual: 


The accounting treatment for non-accrual loans is as follows: 


Personal Plan 


and Credit Card Loans All Other Loans 


Sovereign Risk Loans 


Classification as non-accrual 


+ 
Loans are classified as non-accrual: | Loans are classified as non-accrual when: 

when payments are contractually 1. in the opinion of management there is significant doubt as to the 
past due six months. ultimate collectibility of principal, or 


2. payment of interest or principal is contractually past due 90 days and 
there is reasonable doubt as to ultimate collectibility, or 
. payment of interest or principal is contractually past due 180 days, or 
4, in the opinion of management it is considered prudent or desirable to 
cease accruing interest, irrespective of the status of interest or principal 
payments. 


Ww 


Interest 


When the loan is classified as non-accrual, all accrued and unpaid interest is reversed and charged against 
interest income in the period in which the loan is classified as non-accrual. Interest is not capitalized if a loan is 
non-accrual nor is it capitalized to prevent placing a loan ona non-accrual basis. 


Application of subsequent payments 


Subsequent payments are applied 
first to interest, then to principal, 
unless directed otherwise by the 
borrower. 


Subsequent payments are applied first 
to interest, then to principal, unless 
directed otherwise by the borrower. 


Subsequent payments are 
recorded in interest income 
only if management has deter- 
mined that a specific provi- 


sion is- not required, other- 
wise they are recorded as a 
reduction of principal. 


AHlowance for Credit Losses 
The Bank maintains an allowance for credit losses account which may consist of : 

® General country risk provision on sovereign, transborder or country risk claims, where the 
ultimate risk is located in certain countries designated by the Superintendent of Financial 
Institutions. 
The general country risk provision is deducted from loans. 


@ Other provisions 
— Specific provisions sufficient to reduce the book value of identifiable loans and other on 
and off balance sheet credit amounts to their estimated realizable value. 
—Provisions for doubtful credits, other than the general country risk provision, which are 
prudential in nature and cannot be determined otherwise on an item-by-item basis, but are 
deemed necessary by management to absorb losses inherent in the portfolio of credit 
extended to particular industries or geographic regions. 
Other provisions are deducted from the related asset category, except for provisions 
relating to acceptances and off-balance sheet items which are recorded in other liabilities. 
The provision for credit losses recorded in the Consolidated Statement of Income 
comprises net additions to the allowance for credit losses account for the year, less 


recoveries against loans and other credit assets previously written off. 
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The accounting treatment for establishing provisions for credit losses is as follows: 


Personal Plan 
and Credit Card Loans 


Sovereign Risk Loans 


Establishing provision for credit losses on loans 


All Other Loans 


Credit card loans are 
reviewed at least quarterly 
and a full specific provision 
is established when they are 
six months in arrears. Per- 
sonal plan loans are 
reviewed quarterly and a 
full specific provision is 
established when they are 
one-year in arrears. 


Loans are reviewed at least quarterly. 

If thereis significant doubt as to the 
ultimate collectibility of principal ona 
particular private sector loan, a specific 
provision is established to reduce the 
book value of the loan to its estimated 
realizable value. The Bank also estab- 
lishes a general country risk provision 
against designated country risk loans. 
The purpose of this general provision is 
to permit management to establish an 
appropriate allowance against possible 
loan losses when, in its judgement, cir- 
cumstances are such as to give rise to 
concern, even though events may not 
have occurred which would justify the 
classification of individual loans as non- 
accrual. The general country risk provi- 
sion is prudential in nature and is estab- 
lished on an unallocated basis. 


Write-Offs 


Loans are reviewed at least 
quarterly. If there is-significant 
doubt as to the ultimate col- 
lectibility of principal on a par- 
ticular loan, a specific provision — 
is established to reduce the 
book value of the loan to its 
estimated realizable value. In 
addition, the Bank may estab- 
lish provisions for doubtful 
credits against its exposure to 
particular industries or geo- 
graphical regions. These provi- 
sions are prudential in nature 
and their purpose is to permit 
management to establish an 
appropriate allowance for 
credit losses which are deemed 
to. be inherent in the portfolio 
but cannot be determined ona 
loan-by-loan basis. 


Credit card and personal 
plan loans are written off at 
the time the full provision is 
made. 


Loans are written off after all reasonable restructuring/collection activities 
have taken place and the possibility of further recovery is considered to 


be remote. 


Land, Buildings and Equipment 


Land, buildings and equipment are stated at cost less an allowance for depreciation and 


amortization. The Bank’s depreciation policy is the straight line method over the estimated 
useful life of the asset, with the exception of major Canadian properties which are 
depreciated using the sinking fund method. The maximum life limits for the various classes 


are as follows: 


Major Canadian properties to 50 years 


All other buildings to 40 years 
Leasehold improvements to 15 years 
Equipment to 10 years 


Income Taxes 

The Bank’s total income taxes includes the provision for income taxes in the Consolidated 
Statement of Income and income taxes in respect of items recorded directly in retained 
earnings. The Bank follows the tax allocation method of accounting whereby income taxes 


are based on transactions recorded in the financial statements regardless of when they are 


recognized for tax purposes. When there are timing differences in the recognition of 
transactions for financial statement and income tax purposes, deferred income taxes are 
recorded. Accumulated deferred income taxes are included in other assets or other liabilities 


as appropriate. 


Interest Rate and Foreign Exchange Contracts 

The Bank enters into interest rate and foreign exchange contracts such as futures, options 
and swaps for trading purposes or to hedge the Bank’s interest rate or foreign currency 
exposures. Such contracts are marked to market and gains and losses are immediately 
recorded in income unless the contract is entered into for hedging purposes. When used for 
hedging purposes, gains and losses are recognized in income on the same basis as the hedged 


item. 


Pension and Other Retirement Benefits 
The Pension Fund Society of the Bank of Montreal is the Bank’s principal pension plan in 
Canada. The plan provides pensions to retired employees based on years of service and 
average earnings at retirement. A number of smaller plans provide similar benefits to other 
employees in Canada and in other parts of the world. These plans are generally non-contrib- 
utory, with the Bank responsible for contributions to adequately fund the plans. A valuation 
is performed each year to determine the actuarial present value of the accrued pension 
benefits. Pension plan assets are valued at market values. Pension expense is recorded in the 
Consolidated Statement of Income in pension and other staff benefits and includes (1) the 
cost of pension benefits earned by employees for current year services, (2) the net of interest 
revenue on plan assets and funding expense on accrued pension liabilities and (3) the 
amortization on a straight line basis over the expected average remaining service life of 
employees of (i) experience gains and losses, (ii) amounts arising as a result of changes in 
assumptions and (iii) amounts arising from plan amendments. 

The Bank also provides certain health care and life insurance benefits for employees on 
retirement. The cost of these benefits is recorded in pension and other staff benefits as 


incurred. 


Change in Accounting Policy 

Effective November 1, 1989, with the approval of the Superintendent of Financial 
Institutions, the Bank changed its prescribed policy of accounting for foreign operations in 
highly inflationary economies. Previously unrealized foreign currency translation gains and 
losses on investments in foreign operations in highly inflationary economies were recorded 
in retained earnings. Asa result of the change such translation gains and losses are now 
recorded in the Consolidated Statement of Income. This change in accounting has been 
applied on a retroactive basis. 

The effect of this change is that net income is lower than it would otherwise have been by 
$111.1 million for the year ended October 31, 1990 ($89.7 million for the prior year). Net 
income per share (basic and fully diluted) is lower by $0.98 for the year ended October 31, 
1990 ($0.83 for the prior year). The change in accounting has no impact on share capital and 


retained earnings. 


of. 
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4, Securities 


(Sin millions) 1990 1989 
Term to Maturity 
Est. Est. 
Within 1to3 3t05 5tol0 Over10 Market Market 
1Year Years Years Years Years Total Value Total Value 
Investment Account 


Issued or guaranteed by: 


Canada $2,837 $ 109$ 24$121$ 118$ 3,209 $ 3,209 $2,920$2,922 

Provinces 501 6 20. 12 3 542 540 129% 123 

Municipal or school 

corporations ~ ~ - 4 1 5 4 5 a 

US Federal government 428 639 231 2 ~ 1,300 - 1,311 1,280 1,283 
US States, municipalities z 

and agencies 633 280 669 377 82 2,041 2,080 2,152 2,152 
All other governments 2 - - = = 2 2 2 2 
Corporate debt ‘1,088 35 38 8 14 =+1,183. =1,179 603. 619 
Corporate equity (a) _ 5 - - 73 78 86 78 88 
Total investment 

securities (b) 5,489 1,074 982 524 291 8,360 8,411 7,169 7,200 
Trading Account (c) 1,487 272 117. 216 236 = =©2,328 2,328 2,448 2,448 
Debt of Designated 

Countries (d) - - = -— 1,257 ~ 1,257 1,257 Ey we 
Loan Substitute Securities : 
Term preferred shares - - - 1 263 264 261 99 99 
Floating rate small business 

development bonds and 

small business bonds 29 - - - - 29 29 45 45 
Total loan substitute 

securities (€) 29 ~ - 1 263 293 290 144. 144 
Total Securities $7,005 $1,346 $1,099 $741 $2,047 $12,238 $12,286. $9,761 $9,792 


(a) Equity securities which have no stated term are classified as 
“Over 10 Years’ term to maturity. 


(b).Investment securities of Harris Bankcorp, Inc. having a book 
value of $1,322 million (1989—$1,157 million) were 
pledged, where permitted or required by law, to secure 
liabilities and public and trust deposits. 


(c) Trading account securities are primarily short term Canadian 
and US government treasury.and similar debt instruments. 


(d) Includes $1,240 million (1989 —nil) of Mexican government 
bonds, collateralized by US Treasury Securities, received 
as the result of a debt restructuring. No allocation of the 
general country risk provision recorded in loans is made to 
debt of designated countries. For purposes of disclosing the 
estimated market value, debt of designated countries is 
included at book value. 


(e) Total loan substitute securities are net of $5 million (1989— 
$7 million) allowance for creditlosses. 


4 Non-Performing Loans 


(Sin millions) 1990 1989 
Domestic (a) International Total _ Domestic ~ International Total 
Designated Other Designated’ Other 

Balances Countries (b) Countries Countries Countries 
Consumer non-accrual $ 235 ST ISR ee AU DBAS POMS AIS Cina S a0 CN So Te 
Other non-accrual 635 1,817 787 3,239 764 1,996 49] 3,251 
Total non-accrual loans 658 1,817 787. 3,262 779. 1,996 49] 3,266 
Renegotiated reduced 

rate loans (c) : - - = - = - - - 
Gross non-performing loans 658 1,817 787 3,262 TIF NV 996 49] 3,266 


Allowance for credit losses 


(318) (1,782) 


(239) (2,339) (313) (1,996) (172) (2,481) 


‘Total net non-performing 
loans $ 340 $ 35 


$548" 9923S" 466. Sor S19 28) 785 


Interest Income-on Non-Performing Loans (d) 


Interest income 


Non-accrual loans $ 18S$ 64 
Renegotiated reduced 
rate loans - - 


$522 °S$- 1042S oO S999 SES 8) 1B I 


Total interest income on 


non-performing loans $ 18 $ 64 


Average Net Non-Performing 
Loans (e) $ 378 $ 13 


Yield on Average Net 
Non-Performing Loans 


(a) The domestic segment represents loans and interest booked 
in Canada regardless of currency or the residency of the 
customer. The international segment consists of loans and 
interest booked outside of Canada, again regardless of 
currency or residency of the customer. However, loans 
where the ultimate risk is located in certain countries desig- 
nated by the Superintendent of Financial Institutions are 
deemed to be international:even if booked in Canada, 


(b) Designated countries are a basket of 43 (1989 — 42) 
countries identified by the Superintendent of Financial 
Institutions as having difficulties in servicing all or part of 
their external debt to commercial banks. 


(c) Renegotiated reduced rate loans represent non-performing 
loans where, due to the weakened financial condition of the 


S222. 8 104 S37 St 962 S$. APS PIB 
$402 $ 793 $ 558 $ 52 $ 273 $ 883 


13.1% 20.5% 


borrower, the rate of interest has been renegotiated to a rate 
less than the prevailing market. The financial information 
provided represents large exposures only, that is, where the 
balance outstanding is in excess of 1/10 of 1% of the Bank's 
capital. On this basis there are'no reportable balances 
outstanding for the year end 1990 or 1989. 


(d) Interest income on non-performing loans is reported net of 
previously accrued interest which has been reversed in the 
current reporting year. Gross interestincome received was 


$133 million (1989 —$212 million). 


(e) Average balances are based on daily balances with the 
exception.of designated, countries which are based ona 
quarterly average. 
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5 Allowance for Credit Losses 
(S in thousands) 1990 1989 


The allowance for credit losses is 
recorded in the following balance 


General country Other 
sheet categories: risk provision provisions Total Total 
Securities $ - $ 4,782 $ 4,782 $ 6,597 
Loans 1,780,905 553,224 2,334,129 3,242,440 
Other liabilities (for acceptances and 
off balance sheet items) - 321 321. . 245 
Balance at end of year $1,780,905 $558,327 $2,339,232. $3,249,282 
Changes in the allowance for credit General countey Other 
losses are itemized as follows: risk provision provisions Total Total 
Balance at beginning of year $2,763,266 $486,016 $3,249,282 $2,651,792 
Provision for credit losses (21,144) 189,888 168,744 1,181,511 
Recoveries - 31,013 31,013 31,493 
Write-offs (893,221) (212,692) (1,105,913) (523,912) 
Other, including foreign exchange 
rate changes (67,996) 64,102 (3,894) (91,602) 
Balance at end of year $1,780,905 $558,327 $2,339,232 $3,249,282 
6 Land, Buildings and Equipment 
(Sin thousands) 1990 1989 
Accumulated 
depreciation and Net book Net book 
Cost amortization value value 
Land $ 199,584 $ - $ 199,584 $ 193,577 
Buildings 856,754 229,732 627,022 ~ 615,527 
Equipment 758,313 369,761 388,552 375,805 
Leasehold improvements 209,481 94,832 114,649 111,811 
Total $2,024,132 $694,325 $1,329,807 $1,296,720 


Depreciation of buildings and 
equipment and amortization 
of leasehold improvements 
for the year § 145,317 $ 139,652 


7. Other Assets 


($ in thousands) 


Accrued interest receivable 

Due from clients, dealers and other 
financial institutions 

Deferred income taxes recoverable 

Goodwill and other valuation intangibles 

Other 


Total 


The components of goodwill and other 
valuation intangibles (and the remaining 
amortization period) foreach major 
subsidiary are as follows: 

Nesbitt, Thomson Inc. and subsidiaries (11 years) 

Harris Bankcorp, Inc. and subsidiaries (18 years) 

Banco de Montreal S.A. (14 years) 

Other valuation intangibles in respect of 
Harris Bankcorp, Inc. (varying years) 


Total 


Amortization of goodwill and other valuation 
intangibles for the year 


1990 1989 

$ 609,162 $ 554,803 
520,374 219,436 
379,544 521,042 
311,022 263,217 
866,460 642,818 
$2,686,562 $2,201,316 
$ 137,000 § 150,329 
27,228 26,683 
17,692 18,871 
129,102 67,334 

$ 311,022 $263,217 
$ 25,959 $ 28,548 
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8 Geographic Distribution of Assets by Location of Ultimate Risk 
as at September 30 ($ in millions) (a) 1990 1989 


Countries Other than Designated Countries (b) & (c) 
Canada and United States 


Canada ~ $53,134 $48,752 
United States (d) 23,572 22,589 
Total 76,706 71,341 
Europe 
France 1,180 377 
Germany 441 281 
Italy 351 196 
Netherlands 516 299 
United Kingdom 1,225 1,206 
Other 1,092 610 
Total 4,805 Ke 22969 


Latin America and Caribbean 102 243 


Asia Pacific 


Australia 358 181 
Japan 1,948 1,801 
Other 536 409 
Total 2,842 239 
Africa and Middle East 29 : 19 
Total assets in countries other than designated countries 84,484 76,963 


Designated Countries (a) & (c) 
Latin America and Caribbean 


Argentina 344 362 
Brazil 1,384 1,757 
Mexico (d) 1,191 2,107 
Venezuela 453 485 - 
Other - 148 194 
Europe 122 112 
Africa and Middle East : - 92 
Total assets in designated countries 3,642 5,109 
Country risk provision (1,782) (2,764) 
Assets in designated countries net of country risk provision 1,860 2,345 
Total assets (a) $86,344 $79,308 
Assets in designated countries net of country risk provision 1,860 2,345 
Less: Local assets funded by local liabilities (389) (548) 
Net exposure to designated countries $ 1,471 S$ 1,797 
(a) The amounts for assets in designated countries and the (c) Designated countries are a basket of 43 (1989-42) coun- 
related deduction for country risk provision are as‘at tries identified by the Superintendent of Financial Institutions 
October 31. as having difficulties in servicing all or part of theirexternal 
(b) All of the countries noted separately above represent an debt te comteocia} banks: 
ultimate risk of 1/2 of 1% or more of the Bank's aggregate (d).Included in the exposure to Mexico are $1,112 million 
outstanding securities, deposits with other banks, customers’ Nera of Mexican government bonds net of the value of 
liability under acceptances and loans excluding mortgages. the related collateralizing US Treasury Securities which is 


included in United States risk. (See note 3). 
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Deposits 

($ in thousands) 1990 1989 

Deposits by Canada $ 469,153 S$ 107,254 

Deposits by provinces 294,064 258,240 

Deposits by banks 13,805,646 10,473,809 

Deposits by individuals 37,841,162 34,868,076 

Deposits by corporate and other institutions 20,911,442 20,215,854 

Total $73,321,467 $65,923,233 

Liabilities of Subsidiaries, Other Than Deposits 

(Sin thousands) 1990 1989 
Interest Rate % Date Maturing 

Bank of Montreal Realty Inc. 

Long term notes 9.50 ‘May, 1996 $ 100,000 $ 100,000 

Long term notes 10.75 — November;1992 75,000 75,000 

Mortgages 7.75-10.75 to 1998 7,963 8,554 
Bank of Montreal Leasing 
Corporation 

Series I notes, secured 9.05-12.00 to 1993 13,125 28,625 

Short term notes, unsecured 11.05-13.70 to 1991 94,595 119,322 
Harris Bankcorp, Inc. 

US $ 100,000 subordinated 

notes 2375 June, 2001 116,670 117,350 

Other US $ long term notes varying rates to 1995 421 32,565 
Nesbitt, Thomson Inc. 

Short term indebtedness varying rates to 1991] 281,140 531,257 
Total $ 688,914 $ 1,012,673 
The aggregate sinking fund requirements and maturities as at 
October 31, 1990 are as follows: ($ in thousands) 

1991 $386,305 
1992 4,575 
1993 80,000 
1994 ae 
1995 yet 
Thereafter 218,034 

$688,914 
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11 Other Liabilities 
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(Sin thousands) 1990 1989 
Obligations related to securities sold but not yet purchased $2,262,708 $1,893,970 
Other'short term liabilities of subsidiaries 261,123 456,672 
Accrued interest payable 951,187 922,159 
Accounts payable, accrued-expenseés and other 898,849 773,871 
Deferred fees 38,392 41,067 
Total $4,412,259 $4,087,739 

Amortization of deferred fees included inincome from 
loans for the year $ 22,681 $ 23,420 

Subordinated Debt 
(Sin thousands) 1990 1989 
Redeemable 
at the option 
Interest Date of the Bank ~Denominated 
Rate % Maturing beginning in U.S. $ 

Series 8 Debentures 15.25 July, 1994 = 30,000 $ 35,001 § 35,205 
Series 9 Debentures — 8.125(a) April, 1996 ~~ April, 1989 250,000 291,675 293,375 
Series 10 Debentures. 8.2375 (b) July, 1998 July, 1991 250,000 291,675 293,375 
Series 11 Debentures. 10.60 December, 1998 S re 150,000 150,000 
Series 13 Debentures | 13.632 (c) August, 2089 August, 2000 - 150,000 = 
Subordinated Notes 10.30 March, 1999. March, 1994 125,000 145,838 146,688 
Subordinated Notes 9.80 November, 2000 October, 1995 200,000 233,340 234,700 
1,297,529 1,153,343 
Subordinated Notes 10.00 September, 1998 = 150,000 175,005 176,025 
$1,472,534 $1,329,368 


(a) The Series 9 Debentures bear interest ata rate of 1/8 of 1% . 
above the London Eurodollar deposit rate, as defined, with a 
minimum rate of 5%. The stated rate is as at October 31, 
1990. 


(b) The Series 10 Debentures bear interest at a rate of 0.05% 
above the London Eurodollar deposit rate, as defined, with a 
minimum rate of 6.05%. The stated rate is as at October 31, 
1990. 


(c) The Series 13 Debentures bear interest at a rate equal to the 
Canadian ‘'90 day Bankers' Acceptance Rate’’ plus 0.40%, 


All subordinated debt represents direct unsecured obligations of 
the Bank and is subordinated in right of payment to the claims of 
depositors and.certain other creditors. 


In accordance with the formula prescribed in the Bank Act, the 
Bank has the capacity, as of November |, 1990, to issue an 
additional $674.2 million of debentures. 


The aggregate sinking fund obligations and maturities of the 
Bank's subordinated debt,.as at October 3], 1990, are as 
follows: (Sin thousands) 
199] $ 8,750 


as defined. The stated rate is as at October 31, 1990. They 1992 8,750 
are redeemable from August 8, 2000, at the Bank's option, 1993 8,750 
for either (a) cash at par plus unpaid accrued interest or (b) 1994 8,751 
common shares of the Bank. The common share conversion 1995 = 
price is 95% of the trading price (as defined) of the Bank's Thereafter 1,437,533 
common shares. $1,472,534 
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Share Capital 


Authorized 


50,000,000 Class A Preferred Shares without par value, issuable in series. The aggregate 
consideration for all Class A Preferred Shares shall not exceed $1 billion. 


12,500,000. Class B Preferred Shares without par value, issuable in series. The aggregate 
consideration for all Class B Preferred Shares shall not exceed $250 million. 
These shares may be issued in foreign currencies. 


Unlimited number of common shares without par value. The aggregate 
consideration for all common shares shall not exceed $ 5,5 billion. 


Outstanding 


1990 1989 


Number of Shares 


$2.50 Class:A Preferred Shares 
Series 2 (a) 


Class A Preferred Shares Series 3 (b) 11,000,000 


Non-Cumulative Class A 


Preferred Shares Series 4 (c) 8,000,000 
Common Shares (d) & (e) 114,994,530 
Total Outstanding 

Share Capital 


Amount» Number of Shares Amount 
($ in thousands) ($ in thousands) 


$ - 7,000,000 $ 175,000 
275,000 11,000,000 275,000 
200,000 8,000,000 200,000 

2,275,789 110,760,085 2,162,288 
$2,750,789 $2,812,288 


(a) On December 18, 1989, the Bank redeemed all of the then 
outstanding Class A Preferred Shares Series 2 at the redemp- 
tion price of $25.50 per share together with accrued and 
unpaid dividends. 


(b) Class A Preferred Shares Series 3 have a cumulative mini- 
mum quarterly dividend equal to the greater of $0.53125 per 
share or one quarter of 75% of the Bank's average prime 
rate (as defined) times $25.00. They are redeemable from 
February I, 1990 to January 31, 199] at $25.80 per share, 
and thereafter at declining prices. : 


(c) Class A Preferred Shares Series 4 havea minimum quarterly 
non-cumulative dividend equal to the greater of $0.5625 per 
share or 56.60% of the cash dividend paid on common 


shares of the Bank. They are redeemable from September 
20, 1999, at the Bank's option, for either (a) cash at $25.00 
per share or (b) common shares of the Bank: By ferms-of the 
issue, the exchange ratio is set at 95% of the trading price 
(as. defined) of the Bank's common shares. 

(d) During the year 4,234,445 (1989—3,998,274) common 
shares were issued under the Shareholder Dividend Rein- 


vestment and Share Purchase Plan for a total value of $113.5 
million (1I989=$114.5 million). 


(e) As at October 31, 1990, 3,430,259 common shares were 
reserved for possible issuance in respect of the Shareholder 
Dividend Reinvestment and Share Purchase Plan. 
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Income Taxes 
(Sin thousands) 1990 


Total Income Taxes 
The Bank’s total income taxes include the provision for 
income taxes in the Consolidated Statement of Income and 
the income tax applicable to items charged directly to 
retained earnings, as follows: 
Consolidated Statement of Income 
Provision for income taxes $434,525 
Consolidated Statement of Changes in Shareholders’ Equity 
Unrealized gains/losses on translation of net investment 
in foreign operations, net of hedging activities (10,593) 
Share issue expense 16 


1989 


$ 36,085 


28,535 
(2,786) 


Total income taxes $423,948 


Current and Deferred Income Taxes 

Total income taxes consists of current and deferred portions. 

Current income taxes represent income taxes payable for the 

year to taxing authorities in jurisdictions where the Bank 

conducts its business. Deferred taxes represent timing 

differences between income taxes payable (ie current income 

taxes) and total income taxes accounted for in the financial 

statements. 

The current and deferred portions of total income taxes are 

as follows: 
Current income taxes $235,587 
Deferred income taxes 188,361 


$ 61,834 


$281,007 
(219,173) 


Total income taxes $423,948 


Effective Tax Rate 
The provision for income taxes recorded in the Consolidated 
Statement of Income is lower than the amount that would 
be computed by applying the combined Canadian Federal 
and Provincial statutory income tax rate. The factors 
contributing to this and their impact on the effective tax rate 
are described below. 
Combined Canadian Federal and Provincial statutory 
income tax rate 41.7% 


Increase (decrease) in rate resulting from: 
Lower average income tax rates applicable to income 
earned outside of Canada - 
Tax-exempt income from Canadian securities, primarily 
income debentures, preferred shares and small 
business bonds (0.7) 
Other 4.3 


$ 61,834 


41.6% 


(4.4) 


(0.7) 
2.9 


Effective income tax rate (a) 45.3% 


39.4% 


(a) The actual effective income tax rate has been amended for the.effect of the foreign currency translation-loss arising from foreign 


operations in a highly inflationary economy. 
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Net Income Per Common Share 

Net income per common share is calculated using the daily average of common shares 
outstanding. For the year ended October 31, 1990 this average is 113,011,126 (1989— 
109,011,371). 

The Bank’s Class A Preferred Shares Series 4 are redeemable from September 20, 1999 and 
the Series 13 Debentures from August 8, 2000, at the Bank’s option, for either cash or 
common shares. 

As these contingencies are at the Bank’s option no dilution is considered applicable in this 
respect. 

On this basis there were no outstanding share contingencies which would cause dilution 


in earnings per share for 1990 and 1989. 


Off Balance Sheet Commitments 

In the normal course of business, there are various outstanding commitments consisting of 
the following: 

—letters of credit and guarantees 

— other credit related commitments 

—interest rate and foreign exchange related contracts 

These commitments are not recorded in the Consolidated Statement of Assets and 


Liabilities. 


The amounts for letters of credit and guarantees are as follows: 


(Sin thousands) 1990 1989 
Letters of Credit $ 569,673 $ 812,169 
Guarantees 3,478,395 3,161,839 
Total $4,048,068 $3,974,008 
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17 Legal Proceedings 
Management considers that the aggregate liability which may result from various legal 


proceedings outstanding against the Bank and its subsidiaries will not be material. 


18 Lease Commitments 


($ in thousands) 


Contractual rental commitments of more than $25 thousand for buildings and equipment for the 
next five years and thereafter are as follows: 


1991 $83,251 1994 : $ 64,284 
1992 80,930 1995 50,137 


1993 75,393 Thereafter 391,886 


19 Pension Funds 
(Sin thousands) 1990 (a) 1989 
The following table presents the financial position of 


The Pension Fund Society of the Bank of Montreal 
as at October 31 (b) 


Pension plan assets at market value $850,500 $900,200 
Actuarial present value of accrued pension benefits 816,700 784,400 
Surplus $ 33,800 © $115,800 
Total pension expense for the year (c) $ 39,197 $ 27,092 
(a) The amount for 1990 is estimated. (c) Total pension expense for the year includes the amount 


in the Consolidated Statement of Income for all of the 
Bank's pension plans and Bank contributions to the 
Canada and Quebec Pension Plans, 


(b) The Bank has a number of pension funds; of which The Pension 
Fund Society of the Bank of Montreal is the principal plan in 
Canada and the Employees’ Retirement Plan of Bank of 
Montreal/Harris is the pension plan for most of the employees of 
Harris Bankcorp, Inc. and U.S.-based Bank of Montreal offices. 


20 Domestic/International Segmented Financial Data 
Domestic operations represent the Bank’s business booked in Canada as transacted ina 
variety of currencies regardless of the residency of the customer. International operations 
represent business booked outside of Canada, again regardless of currency or residency of 
the customer. However, transactions on international money markets, and loans where the 
ultimate risk is located in certain countries designated by the Superintendent of Financial 
Institutions are deemed to be international even if booked in Canada. 

In order to segment domestic and international results, it is necessary to make certain 
allocations. The capital funds of the Bank are allocated based upon relative average assets. 
Any remaining excess or shortfall of assets in comparison with liabilities and capital funds is 
considered as supplied to or funded by the other segment at the marginal cost of funds. 
Corporate expenses are allocated based upon the relative amounts of non-interest expenses 


of each segment. 


Domestic International Total 
(Sin millions) 1990 1989 1990 1989 1990 1989 
. Net interest income $.4;715) 7 S=1,576 $ 776 S$ 908 $ 2,491  $ 2,484 
Provision for credit losses 40 96 129 1,085 169 1,181 
1,675 1,480 647 (177) 2,322 1,303 
Other income 764 743 438 376 1,202 1,119 
Foreign currency 
translation loss arising 
from foreign operation 
in highly inflationary 
economy - - (111) (90) (111) (90) 
2,439 2,223 974 109 3,413 2,332 
Non-interest expense 1,725 1,627 728 703 2,453 2,330 
714 596 246 (594) 960 2 
Income taxes 290 237 145 (201) 435 36 
424 359 101 (393) 525 (34) 
Minority interests 1 4 2 ] 3 5 
Net income (loss) $2423. "S$ 29355 $ 99.5 2S (394). 5 Sie 5 2252-$,. (39) 
Average total assets $49,992 $47,840 $32,460 $31,038 $82,452 © $78,878 
Return on average total assets 0.85% 0.74% 0.31% (1.27)% 0.63% (0.05)% 


The only foreign country from which more than 10% of the Bank's consolidated interest income was derived, was the United States, 
where interest was Gdn. $1,973 million in 1990 (1989—Cdn. $1,955 million). 
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Statement of Management’s Responsibility for Financial Data 


The consolidated statements of Bank of Montreal have been prepared by, and are the 
responsibility of, the Bank’s management. The presentation and information provided 
therein have been prepared in accordance with the provisions of the Bank Act and related 
regulations and rules issued by the Superintendent of Financial Institutions, which corre- 
spond to generally accepted accounting principles except for the translation of foreign 
currencies. The financial statements necessarily include amounts based on informed 
judgements and estimates of the expected effects of current events and transactions with 
appropriate consideration to materiality. The financial information presented elsewhere in 
the Annual Report is consistent with that in the financial statements. 

In meeting its responsibility for the reliability of financial data, management relies on 
comprehensive internal accounting, operating and system controls. The Bank’s overall 
controls include an organizational structure providing for effective segregation of responsi- 
bilities, delegation of authority and personal accountability; written communication of 
policies and procedures of corporate conduct throughout the Bank, and careful selection 
and training of personnel; the regular updating and application of written accounting and 
administrative policies and procedures necessary to ensure adequate internal control over 
transactions, assets and records; as well as a continued program of extensive internal audit 
covering all aspects of the Bank’s operations. These controls are designed to. provide 
reasonable assurance that financial records are reliable for preparing financial statements 
and maintaining accountability for assets, that assets are safeguarded against unauthorised 
use or disposition and that the Bank is in compliance with all regulatory requirements. 

The Board of Directors oversees management’s responsibilities for financial statements 
through the Audit Committee, which is composed solely of directors who are not officers or 
employees of the Bank. 

The Shareholders’ Auditors and the Bank’s Chief Auditor have full and free access to the 


Audit Committee to discuss audit, financial reporting and related matters. 


Nereus (MAT nner Kanak 


Matthew W. Barrett F. Anthony Comper Keith O. Dorricott 
Chairman and President and Executive Vice-President and 
Chief Executive Officer Chief Operating Officer Chief Financial Officer 


November 27, 1990 


uditors’ Report 


To the Shareholders of Bank of Montreal 


We have audited the consolidated statement of assets and liabilities of Bank of Montreal as at 
October 31, 1990 and the consolidated statements of income, changes in shareholders’ 
equity and changes in financial position for the year then ended. These financial statements 
are the responsibility of the Bank’s management. Our responsibility is to express an opinion 
on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards, Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An audit includes examining, ona 
test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Bank as at October 31, 1990 and the results of its 
operations and the changes in its financial position for the year then ended in accordance 
with prescribed accounting principles. 

In accordance with the rotational audit requirements of the Bank Act, the consolidated 
financial statements as.at October 31, 1989 and for the year then ended, prior to the 
restatement for the change in the method of accounting for foreign operations in highly 
inflationary economies as described in Note 2, were audited by Coopers & Lybrand and 
Touche Ross & Co. who expressed an opinion without reservation on those statements in 
their report dated November 28, 1989. We have examined the adjustments that were 
applied to restate the 1989 financial statements and in our opinion, such adjustments are 


appropriate and have been properly applied. 


loofuere tKuybrand ly Wed ce 


Coopers & Lybrand Peat Marwick Thorne 


Chartered Accountants Chartered Accountants 


Toronto, November 27, 1990 
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The Pension Fund Society of the Bank of Montreal 
Condensed Consolidated Statement of Net Assets Available for Benefits 


Auditors’ Report 


As at October 31 (Sin thousands) : 1990 1989 


Investments * 
Canadian Equities $ 68,674 $ 59,373 
Canadian Equity Fund Units 145,446 173,140 
Foreign Equity Fund Units . 97,053 111,710 
Bonds and Debentures 359,931 386,952 
Mortgages 47,527 54,097 
Money Market Instruments 61,430 38,909 
Real Estate Properties 49,703 50,917 
Oil & Gas Properties 10,518 11,052 
840,282 886,150 
Accrued Interest, Dividends and 
Accounts Receivable 10,441 11,906 
Cash 614 3,055 
851,337 901,111 
Accounts Payable and Accrued Liabilities (851) (880) 
Net Assets Available for Benefits $850,486 $900,231 


*Allinvestments are carried at the estimated market value, except Money Market Instruments and Oil and Gas Properties which are 
carried at amortized cost, which approximatés market value. 


To the Board of The Pension Fund Society of the Bank of Montreal 


We have audited the consolidated financial statements of The Pension Fund Society of the 
Bank of Montreal for the year ended October 31, 1990 and have reported thereon to the 
Members of The Pension Fund Society of the Bank of Montreal under the date of November 
26, 1990. The accompanying condensed consolidated statement of net assets available for 
benefits, the condensed consolidated statement of changes in net assets available for benefits 
and the condensed statement of changes in pension obligations have been prepared from the 
aforementioned consolidated financial statements. 

In our opinion, the accompanying condensed consolidated statement of net assets available 
for benefits, the condensed consolidated statement of changes in net assets available for 
benefits and the condensed statement of changes in pension obligations fairly summarize 
the information as to the financial position as at October 31, 1990 and the results of 
operations and the changes in financial position for the year then ended contained in the 


aforementioned financial statements. 


Peat Marwick Thorne Toronto, Canada 
Chartered Accountants November 26, 1990 


‘he Pension Fund Society of the Bank of Montreal 
-ondensed Consolidated Statement of Changes in Net Assets Available for Benefits 


For the year ended October 31 (Sinthousands) 1990 1989 
Investment Income 
Dividends $ 2,247 $ 15995 
Income from Equity Fund Units 10,985 9,375 
Interest 54,676 50,879 
Income from Real Estate Properties 4,535 4,041 
Income from Oil and Gas Properties 1,332 1,255 
Gain (Loss) on Sale of Investments (2,402) 3,486 
71,373 71,031 
Increase (Decrease) in the Unrealized Gains 
and Losses on Investments (105,625) 45,020 
Contributions 
Bank of Montreal 30,000 = 
Members 4,672 4,930 
34,672 4,930 
Payments and Expenses 
Benefit Payments (39,968) (36,397) 
Transfer Payments (4,207) (4,960) 
- Refunds, including Interest (2,002) (3,620) 
Administrative Expenses (3,988) (3,349) 
(50,165) (48,326) 
Increase (Decrease) in Net Assets (49,745) 72,655 
Net Assets Available for Benefits 
—Beginning of Year 900,231 827,576 
Net Assets Available for Benefits 
—End of Year $850,486 $900,231 


73 


74 


The Pension Fund Society of the Bank of Montreal 
Condensed Statement of Changes in Pension Obligations 


For the year ended October 31 (Sin thousands) 


Changes in Pension Obligations* 
Interest on Accrued Benefits 
Benefits Accrued During the Year 
Plan Amendments 

Changes in Actuarial Assumptions 
Experience Gains and Losses 


Benefit, Transfer and Refund Payments 


Net Increase During the Year 
Pension Obligations— Beginning of Year 


Pension Obligations—End of Year 


1989 


1990 
$ 69,800 $ 62,900 
31,100 27,800 
7,600 29,000 
es 12,100 
(30,023) 7,477 
78,477 139,277: 
(46,177) (44,977) 
32,300 94,300 
784,400 690,100 
$816,700 $784,400 


*Pension obligations are calculated in accordance with the Recommendations of the Canadian Institute of Chartered Accountants, 


using assumptions that represent management's best estimate of future events. 


A copy of the Annual Report of The Pension Fund Society of the Bank of Montreal is available 


to members of the Society by contacting the Manager of The Pension Fund Society. The 


Annual Report of the Society contains the complete audited financial statements. 
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Directors of Bank of Montreal 


(as at October 31, 1990) 


Matthew W. Barrett (c) 
Chairman and 
Chief Executive Officer 


Stanley M. Davison (d) 
Vice-Chairman 


F. Anthony Comper (c, e) 
President and 
Chief Operating Officer 


Charles F. Baird, LL.D. (a, b, e) 
Bethesda, Maryland 
Company Director 


Ralph M. Barford (a,b, e) 
Toronto 

President 

Valleydene Corporation 
Limited 


Peter J. G. Bentley, O.C. (f) 
Vancouver 

Chairman and 

Chief Executive Officer 
Canfor Corporation 


Pierre Cété, C.M. (a,b, c) 
Quebec 

Chairman of the Board 
Celanese Canada Inc. 


C. William Daniel, O.C. (a, e) 
Toronto 

Corporate Director/ 
Consultant 


Graham R. Dawson (d) 
Vancouver 

President 

G. R. Dawson Holdings 
Limited 


Louis A. Desrochers, 
Q.C. (a,b) 

Edmonton 

Partner 

McCuaig Desrochers 


John H. Devlin (d) 
Toronto 
Company Director 


John F. Fraser 
Winnipeg 

President and 

Chief Executive Officer 
Federal Industries Ltd. 


Thomas M. Galt (e) 
Toronto 
Company Director 


J. Peter Gordon, O.C. (a,b, e) 
Toronto 

Director 

Stelco Inc. 


John H. Hale 
London, England 
Director 
Pearson plc 


Donald S. Harvie, O.C. (f) 
Calgary 

Chairman 

Devonian Foundation 


Richard M. Ivey, C.M., Q.C. (c) 


London, Ontario 
Chairman 
Ivest Corporation 


Betty Kennedy, 
O.C., LL.D. (a, d) 
Toronto 

Broadcast Journalist 


Geraldine A. Kenney-Wallace 


Hamilton 
President and Vice-Chancellor 
McMaster University 


J. Blair MacAulay (f) 
Toronto 

Partner 

Fraser & Beatty 


Ronald N. Mannix (f) 
Calgary 

Chairman 

Manalta Coal Ltd. 


Robert H. McKercher, Q.C. 
Saskatoon 

Partner 

McKercher McKercher Laing 
& Whitmore 


Eric H. Molson (ec) 
Montreal 

Chairman of the Board 
The Molson Companies 
Limited 


William D. Mulholland, 
LL.D. (a, f) 

Toronto 

Farmer 

Former Chairman of 

the Board 

Bank of Montreal 


Jerry E. A. Nickerson (d) 
North Sydney, N.S. 
Chairman 

H.B. Nickerson & 

Sons Ltd. 


Jeremy H. Reitman (c) 
Montreal 

President 

Reitmans (Canada) Limited 


William W. Stinson (c} 
Montreal 

Chairman and Chief Executive 
Officer 

Canadian Pacific Limited 


Mary Alice Stuart (f) 
Toronto 

Chairman and Chief 
Executive Officer 
CJRT-FM INC. 


James C. Thackray 
Toronto 

Director 

Bell Canada 


Lorne C. Webster (a, b, c) 
Montreal 

Chairman and 

Chief Executive Officer 
Prenor Group Ltd. 


B. Kenneth West 

Chicago, Illinois 

Chairman of the Board 

and Chief Executive Officer 
Harris Bankcorp, Inc. 


(a) Member of the Executive 


Committee 


(b) Member of the Management 


Compensation Sub-Committee of the 
Executive Committee 


(c) Member of the Audit Committee 
(d) Member of the Donations 


Committee 


(e) Member of the Risk Review 


Committee 


(f) Director of The Pension Fund 


Society of the Bank of Montreal 


Executive Officers 
(as at December 1, 1990) 


D. Munford 
Vice-Chairman 
Risk Management Policy 


R. G. Rogers 

Senior Executive Vice-President 
Personal and Commercial 
Banking 


D. M. Jones 
Senior Vice-President, 
Secretary and General Counsel 


M. W. Barrett 
Chairman and Chief 
Executive Officer 


J.S. Chisholm 
Vice-Chairman 

Corporate and Institutional 
Financial Services 


M. R. P. Rayfield 
Executive Vice-President 
and Group Executive 
Corporate and Government 
Banking 


L. C. Atkinson 
Executive Vice-President and 
Chief Economist 


R. B. Wells, C.A. 
Senior Vice-President 
and Chief Accountant 


F. A. Comper 
President and Chief 
Operating Officer 


A. G. McNally 
Vice-Chairman 

Personal and Commercial 
Financial Services 


G. W. Hopkins 
Executive Vice-President 
Corporate Electronic 
Banking Services 


K. O. Dorricott, F.C.A. 
Executive Vice-President and 
Chief Financial Officer 


S. M. Davison 


Vice-Chairman 


L. F. Darlington 
Executive Vice-President 
Operations 


S. Zargham, F.C.A. (U.K.) 


Senior Vice-President 
and Chief Auditor 


WHE 


International Advisory Council 


The International Advisory 
Council advises the Bank and 
its Senior Executive on politi- 


cal, economic and social trends 


which impact its current or 
future operations. 


Matthew W. Barrett 
(ex-officio) (Canada) 
Chairman and Chief 
Executive Officer, Bank of 
Montreal. 


Sir Peter B. Baxendell, 
C.B.E. (United Kingdom) 
Chairman of the Hawker 
Siddeley Group PLC; retired 
Managing Director of the 
Royal Dutch/Shell Group; and 
retired Chairman of Shell U.K. 
Limited and of Shell Canada 
Limited. 


F. Anthony Comper 
(ex-officio) (Canada) 
President and Chief 
Operating Officer, Bank of 
Montreal. 


Sir Neil Currie, C.B.E. 
(Australia) 

Chairman of Howard Smith 
Limited, Coal & Allied 
Industries Limited and the 
Australian-Japan Foundation; 
former Australian Ambassador 
to Japan and Secretary of the 
Department of Industry and 
Commerce and the 
Department of Supply. 
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Viscount Etienne Davignon 
(Belgium) 

Chairman of the Société 
Générale de Belgique; former 
Vice-President of the 
Commission of the European 
Communities and former 
President of the International 
Energy Agency. 


Philippe Giscard d’Estaing 
(France) 

Chairman and Chief 
Executive Officer of 
Thomson International and 
Executive Vice-President 


International of Thomson S.A. 


Allan E. Gotlieb, C.C. 
(Canada) 

Chairman, Canada Council; 
Publisher, Saturday Night 
Magazine; and former 
Ambassador of Canada to the 
United States. 


*Sydney Gruson 
(United States) 
Senior Advisor to Rothschild 
Inc. and former Vice- 
Chairman and Director of The 
New York Times Company. 


Reijiro Hattori 

(Japan) 

Chairman of Seiko 
Corporation; President 

of Wako Co. Ltd. and active 
member of Japanese business 
and economic organizations. 


*Walther Leisler Kiep 
(Federal Republic 
of Germany) 
Managing Partner of 
insurance and reinsurance 
brokers Gradmann & Holler; 
Chairman of the Atlantik- 
Briicke; former member of 
the Bundestag and currently 
member of the Executive 
Committee and Federal 
Treasurer of the CDU. 


Hun Jo Lee 

(Republic of Korea) 
President & Chief Executive 
Officer, Goldstar Co., Ltd.; 
Director of the Korea Institute 
for Industrial Economics & 
Technology; Vice-Chairman 
of Korea Industrial Research 
Institutes and Chairman of 
Audio and Video R&D 
Association of Korea. 


Hon. Allan J. MacEachen, 
P.C. (Council Chairman) 
(Canada) 

Leader of the Opposition, 
Senate of Canada; and former 
Deputy Prime Minister, 
Secretary of State for External 
Affairs and Minister of 
Finance. 


Sylvia Ostry, O.C. 

(Canada) 

Chairman, Centre for 
International Studies, 
University of Toronto; Western 
Co-Chairman, The Blue Ribbon 
Commission for Hungary’s 
Economic Recovery; and for- 
mer Ambassador of Canada for 
Multilateral Trade Negotiations. 


Peter von Siemens 

(Federal Republic 

of Germany) 

Senior Vice-President, 
Siemens AG and Head of 
Corporate Services in Munich; 
Vice-Chairman for the 
German delegation to the CIC 
(Counseil International de la 
Chasse et de la Conservation 
du Gibier). 


*Hon. Jesus Silva-Herzog 


(Mexico) 

Director of the Centre for 
Latin American Monetary 
Studies and former Minister 
of Finance and Public Credit, 
United Mexican States. 


*Retired by rotation. Members 
acknowledge with appreciation their 
contribution. Members also 
acknowledge with appreciation the 
contribution made by Mr. W.D. 
Mulholland whose term as an ex-officio 
member ended on January 15, 1990 
when he retired as Chairman of the 
Bank. 


Bank of Montreal Locations 


Canada 


Personal & Commercial 
Financial Services 


Atlantic 


S. Kouwenhoven 
Senior Vice-President 
and Division Executive 
Atlantic Division 

5151 George Street 
Halifax, N.S. 

B3J IMS 


Nova Scotia 

C.J. Kelly 

District Vice-President 
5151 George Street 
Halifax, N.S. 

B3J IM5 


New Brunswick and 
Prince Edward Island 
D.J. Marsh 

District Vice-President 
505 King Street 
Fredericton, N.B. 
E3B4Y5 


Newfoundland and 
Labrador 

G. MacAskill 

District Vice-President 
238 Water Street 

St. John’s, Nfld. 

AIC 5J9 


Quebec 


J.R.G. Jarry 

Senior Vice-President 
and Division Executive 
Quebec Division 

105, rue St-Jacques 
Montréal, P.Q. 

H2Y 1L6 


Eastern Quebec 
Y.O. Guay 

District Vice-President 
800, Place d’ Youville 
Québec, P.Q. 

GIR 3P4 


Montreal Centre 
J.A.N. Jarry 

District Vice-President 
119, rue St-Jacques 
Montréal, P.Q. 

H2Y 1L6 


Montreal 

West Island 

D.L. Carpentier 
District Vice-President 
3100, Céte Vertu 

Ville St-Laurent, P.Q. 
HAR 2J8 


Montreal South Shore 
and Eastern Townships 
J.G.L. Carrier 

District Vice-President 
182, rue St-Charles 
Longueuil, P.Q. 

J4H 1C9 


Laval and Western Quebec 
R.W. Boutin 

District Vice-President 

2, Place Laval 

Laval, P.Q. 

H7N 5N6 


Montreal East Island 
J.C.P. Beauchamp 

District Vice-President 
6555, boul. Métropolitan Est 
St-Léonard, P.Q. 

HIP 3H3 


Eastern and Northern 
Ontario 


D.E. Kriekle 

Senior Vice-President 
and Division Executive 
Eastern and Northern 
Ontario Division 

Place Bell Canada 

160 Elgin Street 
Ottawa, Ont. 

K2P 2C4 


Ottawa 

R.J. Normand 
District Vice-President 
Heritage Place 

155 Queen Street 
Ottawa, Ont. 

KIP 6L1 


Northern Ontario 
W.J. Weber 

District Vice-President 
83 Cedar Street 
Sudbury, Ont. 

P3E 1A7 


Eastern Ontario 
L.H.S. Zorn 

District Vice-President 
Bank of Montreal 
Financial Centre 

42 Bath Road 
Kingston, Ont. 
K7L1H5 


Central Ontario 


E.T. Little 

Senior Vice-President 
and Division Executive 
Central Ontario Division 
55 Bloor Street W. 
Toronto, Ont. 

M4W 3N5 


Toronto Centre 

J.A. Graham 

District Vice-President 
First Canadian Place 
Toronto, Ont. 

M5X 1A1 


Metro East 

N.C. McGovern 
District Vice-President 
2100 Ellesmere Road 
Scarborough, Ont. 
MI1H 3B7 


Peel/Halton 

W.J. Swift 

District Vice-President 
Mississauga Executive Centre 
4 Robert Speck Parkway 
Mississauga, Ont. 

L4Z 181 


Metro North 

C.D. Smith 

District Vice-President 
5140 Yonge Street 
Willowdale, Ont. 
M2N 6L7 
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Metro West 

G.E. Kelly 

District Vice-President 
First Rexdale Place 

155 Rexdale Boulevard 
Rexdale, Ont. 

MOW 5Z8 


South Western 
Ontario 


C.D.J. Troutman 
Senior Vice-President 
and Division Executive 
South Western Ontario 
Division 

7 Duke Street W. 
Kitchener, Ont. 

N2H 6N7 


Hamilton/Niagara 
R.D. Couldrey 

District Vice-President 
Lloyd D. Jackson Square 
1 James Street N. 
Hamilton, Ont. 

L8N 3H7 


Kitchener/Waterloo 
A.N. Dubbeldam 
District Vice-President 
7 Duke Street W. 
Kitchener, Ont. 

N2H 6N7 


London Region 
N.D. Thompson 
District Vice-President 
380 Wellington Street 
London, Ont. 

NOA 5H1 
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Windsor/Chatham/Sarnia 
J.D. Mcllquham 

District Vice-President 

200 Ouellette Avenue 
Windsor, Ont. 

N9A 6K9 


Manitoba/Saskatchewan 


J.A.E. Morel 

Senior Vice-President 
and Division Executive 
Manitoba/Saskatchewan 
Division 

3,33 Main Street 
Winnipeg, Man. 

R3C 2R6 


Manitoba 

D.S. Marr 

District Vice-President 
3,33 Main Street 
Winnipeg, Man. 

R3C 2R6 


South Saskatchewan 
F.R.G. Hardy 
District Vice-President 
2103 llth Avenue 
Regina, Sask. 

S4P 3Z8 


North Saskatchewan 
R.M.J. Leslie 

District Vice-President 
230-22nd Street E. 
Saskatoon, Sask. 

S7K OE9 


Alberta 


P.C. Conradi 

Senior Vice-President 
and Division Executive 
Alberta Division 

First Canadian Centre 
350 7th Avenue, S.W. 
Calgary, Alta. 

T2P 3N9 


Central Alberta 

L.T. Peddle 

District Vice-President 
4903 Gaetz Avenue 
Red Deer, Alta. 

T4N 5G1 


Calgary and South 
T.E. McCabe 

District Vice-President 
First Canadian Centre 
350-7th Avenue S.W. 
Calgary, Alta. 

T2P 3N9 


Edmonton and North 
D.C. Strong 

District Vice-President 
10199-101 Street 
Edmonton, Alta. 

T5J 2Y4 


British Columbia 
H.E. Jansson 


Senior Vice-President 
and Division Executive 


British Columbia Division 


First Bank Tower 
595 Burrard Street 
Vancouver, B.C. 
V7X 1L7 


Vancouver Centre 
P.S. Vale 

District Vice-President 
First Bank Tower 

595 Burrard Street 
Vancouver, B.C. 

V7X 1L7 


Vancouver South 
F.G. Hacquoil 
District Vice-President 
2601 Granville Street 
Vancouver, B.C. 

V6J 4M7 


Vancouver Island 

J. Fray 

District Vice-President 
1225 Douglas Street 
Victoria, B.C. 

V8W 2E6 


Fraser Valley 

H.G. Rowe 

District Vice-President 
20411 Douglas Crescent 
Langley, B.C. 

V3A 4R7 


South and 

Central B.C. 

D.K. MacMillan 
District Vice-President 
282 Bernard Avenue 
Kelowna, B.C. 

VI1Y 6N4 


North and 

Central B.C. 

D.V. Lavalley 
District Vice-President 
Oxford Building 

280 Victoria Street 
Prince George, B.C. 
V2L 4X3 


Private/Asian Banking 


_A.N. Tait 
Senior Vice-President 
Private/Asian Banking 
302 Bay Street 
Toronto, Ont. 
M5X 1Al 


Montreal 

J.E. Labréche 

Vice-President 

Private Banking Centre 

630, boul. René-Lévesque Ouest 
Montréal, P.Q. 

H3B 186 


Toronto 
P.K. Sum 
Vice-President 
Asian Markets 
302 Bay Street 
Toronto, Ont. 
M5X 1Al1 


M.J. Weatherbie 
Vice-President 

Private Banking Centre 
302 Bay Street 
Toronto, Ont. 

M5X 1A1 


Vancouver 

K.R. Bushell 

Private Banking Centre 
First Bank Tower 

595 Burrard Street 
Vancouver, B.C. 

V7X 1L7 


Corporate & Institutional 
Financial Services 


Montreal 

G.R. Rourke 

Senior Vice-President 
129, rue St-Jacques 
Montréal, P.Q. 

H2Y 1L6 


Toronto 

C.E. Bartliff 

Senior Vice-President 
Non-Bank Financial Institutions 
First Canadian Place 

Toronto, Ont. 

M5X 1Al1 


Y.J.P. Bourdeau 

Senior Vice-President and 
Deputy Treasurer 

First Canadian Place 
Toronto, Ont. 

M5X 1Al1 


C.E. Garin 

Senior Vice-President 
Correspondent & Gov't 
Banking 

First Canadian Place 
Toronto, Ont. 

M5X 1A1 


M.B. Lowe 

Senior Vice-President 
Commercial & Industrial 
First Canadian Place 
Toronto, Ont. 

M5X 1Al1 


S. Tandon 

Senior Vice-President and 
Division Executive 
Petroleum & Mining 

First Canadian Place 
Toronto, Ont. 

M5X 1A1 


P.D. Waters 

Senior Vice-President 

and Division Executive 
National/Corporate Real Estate 
First Canadian Place 

Toronto, Ont. 

M5X IAl1 


Calgary 

J.C. Gorman 

Senior Vice-President 
First Canadian Centre 
350-7th Avenue, S.W. 
Calgary, Alta. 

T2P 3N9 


Vancouver 

S.B. Hean 

Senior Vice-President 
First Bank Tower 

595 Burrard Street 
Vancouver, B.C. 

V7X 1L7 


United States & Offshore 
Locations 


United States 


New York 

J.G. Day 

Senior Vice-President 
430 Park Avenue 

New York, N.Y. 10022 


R.L. Mello 

Senior Vice-President and Manager 
New York Branch 

430 Park Avenue 

New York, N.Y. 10022 


Chicago 

E.J. Muszynski 
Vice-President and Manager 
Chicago Branch 

115 South LaSalle Street 
Chicago, Illinois 60603 
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Houston 

T.C. Wright 

Senior Vice-President 
Houston Agency 

4400 NCNB Center 
700 Louisiana Street 
Houston, Texas 77002 


Los Angeles 

P.D. Avison 

Account Manager 

707 Wilshire Boulevard 
Los Angeles, California 
90017 


Europe 


Federal Republic of 
Germany 

G.W.F. Aldag 

Chief Representative 

D-6000 Frankfurt AM 

(Main) 17 

Ulmenstrasse 37-39 

Federal Republic of Germany 


France 

G. Philippon 

Senior Representative 
Bank of Montreal 

10, Place Vend6me 
75001 Paris, France 


England 

S.K. Christensen 

Senior Vice-President and 
Manager 

London Branch 

11 Walbrook Street 
London EC4N 8ED 
England 


Central & South America 


Mexico 

E. Carlberg 

Senior Representative 
Horacio No. 1855-301 
Colonia Los Morales 
Polanco 

Delegacion Miguel 
Hidalgo 

11510 Mexico, D.F. 


Brazil 

T. Murphy 

Account Manager 
Travessa Do Ouvidor 
No 4 

Rio de Janeiro GB 
20149 Brazil 


Pacific Rim 


Japan 

T. Kurisu 

Vice-President and Manager 
Tokyo Branch 

Mitsui Nigokan 

1-1 Nihonbashi 

Muromachi 2-chome 
Chuo-Ku, Tokyo 103 


Japan 


Republic of Korea 

R. T. Martin 

Vice-President and Manager 
Seoul Branch 

Suhrin Building 

88 Suhrin-Dong 
Chongro-Ku, 

Seoul, Republic of Korea 


People’s Republic of China 
R.K.K. Heng 

Senior Representative 

Noble Tower 

22 Jianguomenwai Da Jie 
Beijing, People’s 

Republic of China 


Republic of China 

S. Jung 

Senior Representative 
685 Minsheng East Road 
Taipei, Republic of China 


Hong Kong 

K.L. Dawson 
Vice-President 

Private Banking Centre 
3210-3211 Connaught Centre 
1 Connaught Place Central 
Hong Kong 


Singapore 

J.D. Higgins 
Vice-President and Manager 
Singapore Branch 

Standard Chartered 

Bank Building 

6 Battery Road #36-01 
Singapore 0104 


Australia 

D.R. Hutton 

Senior Representative 
Bank of Montreal 

33 York Street 
Sydney, NSW 2000 
Australia 


Major Affiliates 


Harris Bankcorp, Inc. 
B.K. West 

Chairman and Chief 
Executive Officer 

111 West Munroe Street 
Chicago, Illinois 60603 


Nesbitt, Thomson Inc. 
B.J. Steck 

Chairman and Chief 
Executive Officer 

150 King Street 

Sun Life Tower 
Toronto, Ont. 

M5H 3W2 


Bank of Montreal Investment 


Management Limited 
A.D.C. Mutch 
President 

302 Bay Street 
Toronto, Ont. 

M5X 1Al1 


Bank of Montreal Investor 
Services Limited 

P.J.H. Bacon 

President 

First Canadian Place 
Toronto, Ont. 

M5X 1Al 


Banco de Montreal S.A. 
P.L. da Cunha 

President 

Travessa Do Ouvidor 
No4 

Rio de Janeiro GB 

20149 Brazil 


Harris Government 
Securities Inc. 

D.C. Matthews 
President 

111 West Monroe Street 
Chicago, Illinois 60603 


Investor Information 


Listing of Stock 

The common and preferred 
shares of the Bank are listed on 
the Toronto, Montreal, Win- 
nipeg, Alberta and Vancouver 
stock exchanges. The common 
shares are also listed on the 
London (England) stock 
exchange. 


Common Stock Prices— 
Toronto Stock Exchange 


' Year ended 
Oct. 3] 1989 1990 
High 85025 34.375 
Low 26.625 24.50 
Close 34.00 27.00 


Volume 41,435,600 38,879,400 


Transfer Agent and Registrar 
The Royal Trust Company and 
its principal offices at: Halifax, 
Montreal, Toronto, Winnipeg, 
Regina, Calgary and Vancouver 
serves as transfer agent and reg- 
istrar for common and pre- 
ferred shares. 


Common Stock Dividends 
Year ended Oct. 31 


1986 $ 1.96 


1987 $ 2.00 
1988 § 2.00 
1989 Se 
1990 $2.12 


Shareholder Dividend 
Reinvestment and Share 
Purchase Plan 

The Shareholder Dividend 
Reinvestment and Share Pur- 
chase Plan provides a means for 
holders of record of common 
or preferred shares resident in 
Canada to reinvest cash divi- 
dends in new common shares 
of the Bank at a discount with- 
out the payment of any com- 
missions or service charges. 
Shareholders may also pur- 
chase additional common 
shares of the Bank by making 
optional cash payments of up 
to $40,000 per fiscal year. Full 
details of the plan are available 
from Shareholder Services. 


Electronic Funds Transfer 
Service 

Shareholders may choose to 
have dividends deposited 
directly to an account in any 
financial institution which pro- 
vides electronic funds transfer 
facilities. 


Restraints on Bank Shares 
under the 1980 Bank Act 
The Bank Act limits ownership 
of any class of shares of the 
Bank by all non-residents toa 
maximum of 25%. In addition, 
no person or group of associ- 
ated persons may own more 
than 10% of any class of shares 
and ownership of the Bank’s 
shares by Canadian or foreign 
governments is prohibited. 


Distribution of Shareholders 
at October 31, 1990 


Canada 98.0% 


United States 0.9 
Other 1.1 
100.0% 
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For copies of the Annual 
Report, please write to the 
Public Affairs Department of 
the Bank, P.O. Box 6002, Place 
d’Armes, Montreal, Quebec 
H2Y 388, or P.O. Box 1, 1 First 
Canadian Place, Toronto, 
Ontario M5X 1A1. 

For other shareholder infor- 
mation, please write to the 
Secretary's Department, P.O. 
Box 6002, Place d’Armes, 
Montreal, Quebec H2Y 3S8. 
(On peut obtenir sur demande 
un exemplaire en francais.) 


®Registered trade mark of Bank 
of Montreal 


®* Bank of Montreal is a registered 
user of the trademark owned 
by MasterCard International Inc. 
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